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Hudson Bay Mining and Smelting Co., Limited 


Consolidated Statement of Earnings 
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Other items: 
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Share of earnings (losses) of associated companies..... 
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Gain on sale of investment, net of applicable expenses 
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Earnings per share: 
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For the quarter ended 


June 30 
1980 1979 
(in thousands) 
$262,912 $231,670 
6,798 7,837 
269,710 239,507 
206,160 186,551 
11,826 9,910 
1,967 1,193 
5,163 4,246 
5,088 4,704 
230,204 206,604 
39,506 32,903 
20,374 15,026 
19,132 17,877 
(7,806) (6,887) 
(981) 2,708 
(8,787) (4,179) 
10,345 13,698 
198 — 
$ 10,543 $ 13,698 
10,101,739 10,101,739 
$ 1.03 S$ S136 
$ 1.05 $ 1.36 
$ 9.30 


$ 0.20 


Consolidated Statement of Financial Position 


Working capital 
Investments 
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Other assets 

Capital employed 

Deduct: 
Long-term debt 
Deferred income taxes 


Shareholders’ investment 
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For the six months ended 
June 30 
1980 1979 
(in thousands) 
$421,486 $353,158 
15,933 12,770 
437,419 365,928 
308,769 281,028 
24,709 19,774 
3,782 2,779 
9,389 8,143 
9,287 8,778 
355,876 320,502 
81,543 45,426 
39,797 23,458 
41,746 21,968 
(13,755) (8,358) 
2,925 2,791 
(10,830) (5,567) 
30,916 16,401 
19,560 — 
1,691 = 
$ 52,107 $ 16,401 
10,191,739 10,101,739 
$ 3.07 $ 1.63 
$ 5.16 $ 1.63 
$ 0.60 $ 0.30 
As at June 30 
1980 1979 
(in thousands) 
$348,245 $305,945 
149,136 132,640 
199,109 173,305 
94,307 77,329 
362,822 326,827 
24,524 19,994 
680,762 597,455 
125,531 123,990 
114,363 97,665 
109,152 100,294 
349,046 321,949 
$331,716 $275,506 
$ 71,247 $ 71,247 
260,469 204,259 
$331,716 $275,506 


Hudson Bay Mining and Smeiting Co., Limited 
Consolidated Statement of Changes in Financial Position 


For the quarter ended 


Notes: 


June 30 
1980 1979 
Working capital provided: (in thousands) 
arimies LON) Operations): 6. se E eis sles le eee ee $ 34,849 $ 32,740 
Proceeds on sale of investment, net of applicable ex- 
erises amd Current INCOME taXeS..... on cals ues os « — — 
Proceeds tony long-term debt... 2... 6 ee ene ees — 184 
34,849 32,924 
Working capital applied: 
OG Ce, ee Oo eo 3,039 2,021 
Dividends paid by subsidiaries to minority interests. . . 1,310 464 
ROMER CS EICING oo Nl hs ois ce ev ccc pictues ook ae 8 1,080 171 
Prowerty “matt ang CQuiIpMent, . ....0. 46 b< 00s bk oe vse te 25,185 213725 
Reaucuon or one-term debt... 6c. nc cia es week 73 1,226 
Beer ASEM OUNEl ASSCLS 2. Set. ad ois. sctand wade o's vtec 1,448 875 
32,126 26,482 
iiicheasedhy WOrkine Capital: .% 0. 6c. 0c 5s ee cede e ce wesos 2,723 6,442 
Working capital at beginning of period.................. 196,386 166,863 
my Orking capital at end of period...........5...0.00.06. 0006 $199,109 $173,305 


For the six months ended 
June 30 
1980 1979 
(in thousands) 

$ 74,259 Sam 
47,848 = 
_ 524 
122,107 PT TILAY 
6,061 3,031 
3,187 2,458 
1,730 4,751 
43,498 37,356 
185 1,389 
3,902 346 
57,663 49,331 
64,444 2,930 
134,665 170,375 
$199,109 $173,305 


(1) Interest and other income for the six months ended June 30, 1980, includes interest income of $8,425,000 (1979—$5,790,000) 
and currency translation losses of $1,218,000 ($383,000) applicable to foreign subsidiaries’ working capital before minority 


interest therein. 


(2) Due to increasing significance of timing differences and to ensure a more appropriate allocation of tax costs against earnings, 
the Company has changed, effective January 1, 1980, the method of accounting for mining royalties from the cash to the tax 
allocation method. This change has been applied retroactively and reduces previously reported earnings in the second quarter 
of 1979 by $829,000 (8¢ per share) and in the six months ended June 30, 1979, by $1,430,000 (14¢ per share) and results in a 


cumulative reduction of $116,000 in retained earnings at December 31, 1979. 


(3) The financial statements are stated in Canadian currency and are subject to year-end audit. 


To the Shareholders: 


Net earnings for the second quarter totaled 
$10,543,000, net sales amounted to $262,912,000 
and the earnings per share were $1.03 before extra- 
ordinary items and $1.05 after extraordinary items. 
Net earnings include an unrealized currency loss of 
$1.8 million arising from the conversion of the work- 
ing capital of our U.S. subsidiaries to Canadian 
dollars, largely due to the 4.1¢ appreciation of our 
dollar during the quarter. The comparable figures tor 
the second quarter of 1979, when all sectors made 
positive contributions to profits, are as follows: net 
sales — $231,670,000; net earnings — $13,698,000; 
earnings per share—$1.36. The 1979 earnings have 
been restated to reflect a change in the method of 
accounting for mining royalties from a cash to a tax 
allocation method. The lower earnings for the 
second quarter of 1980, compared with the same 
quarter a year ago, are the result of a loss at Inspira- 
tion Consolidated Copper, of Arizona, and lower 
prices for copper, zinc and silver, a downtrend that 
began in March. 


The results for the first six months are as follows 
(comparable 1979 results in brackets: net sales— 
$421,486,000 ($353,158,000); earnings before ex- 
traordinary items—$30,916,000 ($16,401,000); net 
earnings after extraordinary items—$52,107,000 
($16,401,000). Earnings per share: before extraor- 
dinary items—$3.07 ($1.63); after extraordinary 
items—$5.16 ($1.63). The extraordinary items con- 
sist primarily of a gain of $19.5 million on the 
realization of the Rosario investment. 


The Canadian Metals Division met its production 
targets and accounted for slightly more than 50% 
of the net earnings for the second quarter. 


Terra Chemicals International, of lowa, whose earn- 
ings normally peak during the second quarter, re- 
ported record dollar sales for the quarter, although 
sales volume was adversely affected by poor weather, 
uncertainty arising from the U.S. Government’s 
grain embargo and low commodity prices. Higher 
prices for fertilizer products and improved opera- 
tions both contributed to record sales and to the 
more than doubling of earnings for the first six 
months from a year ago. Asa result of its improved 
profit performance, Terra declared a quarterly divi- 


dend on its common stock, the first since the first’ 


quarter of 1979. 


The petroleum sector also contributed significantly 
to net earnings as higher prices more than offset 
lower Indonesian production and the reduction in 
Canadian natural gas sales which reflected a slow- 
down in market growth, particularly export sales. 


Inspiration Copper incurred a loss in the quarter 
due to process problems in the metallurgical opera- 
tions during a period of extensive modification to 
these facilities, and to pricing adjustments to first- 
quarter shipments. Operations were shut down by 


an industry-wide strike on July 1 and at the time of _ 


writing there was no indications as to how long the 
strike might last. The ferric cure dump-leach pro- 
ject came into production just prior to the strike, 
ahead of schedule and under budget. A significant 
modernization program is underway in the concen- 
trator and tankhouse and is due to be completed 
this September. Approval has been given to the 
first phase ofa smelter environmental program which 
involves modifications to the convertors. 


At midyear the Company began a major under- 
ground exploration program at its Tom Claims, 
a lead-zinc-silver deposit in the Yukon. The pro- 
gram will last about three years and cost approxi- 
mately $10 million. The primary objective is to 
follow up indications that additional reserves exist 
below the areas drilled to date. The secondary 
objective is to obtain more detailed information 
about the present reserves which are estimated at 
10 million tons grading 7.6% zinc, 6.9% lead and 
2.3 ounces of silver per ton. 


The Board of Directors today declared a dividend 
of 30¢ per share payable in Canadian funds or the 
U.S. equivalent on September 5 to shareholders of 
record August 21. 


E. P. GUS 


August 6, 1980 President 


Hudson Bay Mining and Smelting Co., Limited 


Corporate profile 

Hudson Bay Mining is a diversified nat- 
ural resource organization consisting of 
divisions, subsidiaries and associated 
companies with investments in metals, 
petroleum, fertilizers and chemicals. 
The Company has operated its own 
copper-zinc mines and metallurgical 
plants in northern Manitoba and Sask- 


Highlights 1980 


atchewan, Canada, since 1930. During 
the last 16 years ithas made major invest- 
ments in copper mining in the U.S.; in 
crude oil and natural gas in North 
America and Indonesia; in fertilizers, 
feed ingredients and crop-protection 
chemicals in the U.S.; and in other 
mining operations, industrial chemicals 
and zinc diecastings in Canada. 


Hudson Bay Mining was incorporated 
on December 27, 1927; as of January 1, 
1979, the authorized capital comprises 
an unlimited number of common shares, 
which are traded on the Toronto, New 
York and Montreal stock exchanges. On 
January 1, 1981, the Company had 8,851 
shareholders and the total number of 
shares issued was 10,101,739. 


Net earnings $41.4 million or $4.10 per share before extraordinary items 


($28.4 million or $2.81 per share in 1979) 


Net earnings $63.1 million or $6.25 per share including extraordinary items 


($31.6 million or $3.13 per share in 1979) 


Three mines under development in Manitoba. 


$20 million modernization of the Flin Fion zinc refinery under way. 


New ferric cure leach process launched at Inspiration Copper. 


Modernization continues at Inspiration Copper with emphasis on smelter improvement. 


Terra Chemicals had its best year since 1976. 


Higher prices offset reduced petroleum production for Francana Oil & Gas. 


$10 million underground exploration project begun on Tom claims in Yukon. 


Entry into U.S. coal established through Inspiration Coal. 


Marketing Division formed. 
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Cover: Ferric cure pad under spray at Inspiration 


Consolidated Copper Company’s Arizona operations. 


The new patented system started up in late June. It 
produces leach solutions quickly and with high 
recovery rates from ores containing copper oxide 
minerals and chalcocite. See also page 25. 


Inside Front Cover 
Spruce Point mine near Flin Flon, Manitoba, 
scheduled for production in 1982. 


Report of the Directors 


Net earnings for 1980 of $41.4 million, or 
$4.10 per share before extraordinary 
items were an improvement over the 
previous year’s restated net earnings 
before extraordinary items of $28.4 
million, but were still not satisfactory. 
Third quarter earnings benefitted from 
the Company’s $6.7 million share of 
the after-tax profit from the sale of 
the Douglas Creek Arch natural gas 
properties in Western Colorado. 
Including an extraordinary gain of 
$19.5 million on the realization of 
the investment made in Rosario 
Resources Corporation in the first 
quarter, total earnings for 1980 were 
$63.1 million or $6.25 per share com- 
pared to $31.6 million or to $3.13 
per share in 1979. Dividends paid in 
1980 amounted to S1.20 per share. 


Analysis of contributions from operations 


1980 1979 
(in thousands) 


Metals: 
Canadian Metals 
Division $9729 2S 23 828 
Inspiration Copper (10,950) 2,047 
S18 275227525875 
Petroleum 17821 7,488 
Fertilizers and 
chemicals 7,134 958 
$43,230 S$ 34331 
Corporate costs 1,789 5,926 


Earnings before 


extraordinary items S$ 41,441 S$ 28395 


Operating contributions include investment 
amortization and foreign currency transla- 
tion adjustments where applicable. 1980 
corporate costs include increased tax benefits. 


The Canadian Metals Division’s opera- 
tions, which contributed $29.2 million to 
earnings in 1980, showed an improve- 
ment over 1979, primarily because of 
higher metal prices in the first quarter. 
Inspiration Consolidated Copper 
Company recorded a loss in 1980, of 
which the Company’s share was 
$10.9 million. The operations were ad- 
versely affected by a strike which lasted 
from July 1 until October 24. Terra 
Chemicals International, Inc., our U.S. 
fertilizer subsidiary, had its best year 
since 1976; demand for its products was 
strong, prices improved and the com- 
pany’s emphasis on assets management 
and return on assets is beginning to have 
an impact. The Company’s share of 
earnings in 1980, including exchange 
gains, amounted to S7.1 million. Fran- 


cana Oil & Gas Ltd. also increased its 
revenue and earnings, primarily be- 
cause of higher prices for crude oil in 
Indonesia and natural gas in Canada, 
which more than offset reduced levels 
of Indonesian crude oil production 
resulting from normal reservoir decline 
and of Canadian natural gas production 
resulting from reduced demand for 
natural gas. The Company’s share of 
earnings, including exchange gains, 
amounted to $17.8 million. 


Canadian Metals Division 


With minor exceptions, the Canadian 
Metals Division performed better than 
the year before. Operating problems, in 
part because of a shortage of skilled 
miners and tradesmen, continue to 
affect production at the Snow Lake 
mines. In the industrial products area, 
poor markets have detracted from the 
performance of both Zochem and 
Hudson Bay Diecastings, while stronger 
demand and prices boosted the value of 
Francana Minerals’ sales to a record 
level. At Whitehorse Copper Mines, 
production of copper and precious 
metals was substantially above last 
year’s levels. ; 


Progress continued to be made in our 


programs to improve domestic produc- 


tion and upgrade plants and operations. 
Three new mines, Rod, Spruce Point 
and Trout Lake, are under development, 
while on-going studies to upgrade the 
metallurgical plants resulted in the im- 
plementation of several projects. 


Last November, a joint venture agree- 
ment for the development of the Trout 
Lake orebodies near Flin Flon was 
signed by the Company, Granges Ex- 
ploration AB and International Miner- 
als Exploration Granges AB & Co., both 
of Sweden, Outokumpu OY of Finland, 
and Manitoba Mineral Resources Ltd. 
Under the agreement, the Company will 
earn a 44% interest in the joint venture 
by spending approximately $28 million 
to develop the property. Production will 
commence at 900 tons per day in mid- 
1982 and reach rated capacity of 1,800 
tons per day in 1983. Surface construc- 
tion at the new S14.5 million Rod mine 
in the Snow Lake area was almost com- 
pleted during the year. Productionat500 
tons per day isnowscheduled to beginin 
1983 when the mine will ship copper- 
zinc ore to the Snow Lake mill. Con- 
struction at the $16.1 million Spruce 


Point mine continued during the year 
and production at 720 tons per day is 
scheduled for 1982. 


A three-year program to convert to 
mechanical handling of cathodes in the 
tankhouse was completed at a cost of 
$2.15 million. Construction of a S10 
million zinc casting plant has been initi- 
ated. It will incorporate new casting and 
slab handling equipment, as well as an 
electric induction furnace for melting 
zinc cathode sheets, which will replace 
the two existing reverbatory-type 
melting furnaces. A new electrostatic 
precipitator unit is being installed, ata 
cost of about $5 million, to remove dust 
from the waste gas streams emanating 
from the zinc roasters. This should be in 
operation in late 1981. 


In the Yukon, a $10 million, three-year 
exploration program on the Tom claims 
in the MacMillan Pass area was com- 
menced to obtain additional under- 
ground data required before a feasibility 
study can be started. Underground ex- 
ploration is to be initiated this spring, 
following the 1980 program of drilling, 


camp and portal construction. 


Tantalum Mining Corporation of Canada 
Limited completed its $1,000,000 mill 
expansion plan, by modifying the gray- 
ity plant section and adding a new flot- 
ation section, thus increasing capacity 
from 750 to 1,000 tons per day to enable 
it to re-process tailings during the 
summer months. Tantalum Mining is 
working to improve recoveries of tan- 
talum pentoxide, which have been 
disappointing since the mill expansion 
was completed. 


Inspiration Consolidated 
Copper Company 


Despite a 115-day strike, good progress 
was made on a number of capital pro- 
jects to. further upgrade the operation 
and improve the two metallurgical treat- 
ment routes at Inspiration Copper. The 
patented ferric cure leach process was 
brought on stream in late June, ahead of 
schedule and under budget. This system 
is designed to treat 6.0 million tons per 
year of ore-bearing materials and will 
provide approximately three times the 
copper in solution to the solvent extrac- 
tion plant with the same solution flow 
rate. Production continued from the 
plant during the strike period and 16 
million pounds of copper were stock- 


piled for sale by the date of settlement. 
The solvent extraction plant has con- 
tinued to perform well with the added 
ferric cure load. 


Mining performance improved due, in 
part, to new equipment which began 
operation during 1980. The moderniza- 
tion of the concentrator continued 
during the year and the rehabilitation of 
the tankhouse is now essentially com- 
plete. Modification of the first smelter 
converter is under way. This program 
will ensure that production at the 
smelter will not be affected by periodic 
curtailments arising from emission 
violations. Emphasis will now be placed 
on completing the smelter improve- 
ment and water treatment programs. 


Overall, however, total production in 
1980 was disappointing due, in part, to 
the strike-affected shutdown of the 
metallurgical treatment route through 
the smelter and to various commis- 
sioning and start-up delays after the 
strike. The shutdown of the Anaconda 
smelter also affected production at 
Black Pine Mining Company which 
shipped flux to that facility. 


Inspiration Copper has arranged a 
SUS150 million loan facility to finance 
part of the modernization program. 


Terra Chemicals International, Inc. 


Terra Chemicals reported a significant 
improvement in operating results. 
Net sales for the year were a record 
S$US299,002,000 compared with 
S$US254,109,000 in 1979. There was 
strong demand and prices improved 
for its products during most of 1980. 
The company’s plants performed well 
and generally met or exceeded pro- 
duction targets, especially during the 
fourth quarter. The company expects a 
good 1981 spring season, bothin terms of 
firm prices and a continued volume of 
agricultural exports from the U.S. 


Oil and natural gas 


The consolidation of Francana Oil & 
Gas and Canadian Merrill Ltd. was 
completed on March 31, 1980. Under 
the reorganization agreement,Francana 
acquired the assets and business of 
Merrill, with Merrill shareholders ac- 
quiring 1.9 Francana shares for each out- 
standing common Merrill share, and 
Merrill employees becoming employ- 


ees of Francana. The combined finan- 
cial and technical strengths of the new 
organization will have a beneficial 
impact on Francana’s operations. 


During 1980, reduced nominations by 
the Company’s major purchaser signifi- 
cantly lowered natural gas production. 


In the third quarter of the year, proceeds 
from the sale of the Douglas Creek Arch 
natural gas properties, amounting to 
SUS27.45 million, were used to retire 
all of Francana’s $20.2 million debt, with 
the remainder being added to working 
capital. The sale resulted in the reorgani- 
zation of operations such that all U.S. 
and international assets are now held 
through Trend International Limited, a 
subsidiary of Francana Oil & Gas. 


The National Energy Program an- 
nounced by the federal government 
of Canada in October has had a major 
negative impact on Francana’s Canadian 
operations. The Company is however 
well placed to pursue expansion in the 
U.S. and internationally through Trend. 


Coal 


With a view to participating in the U.S. 
coal industry as it expands to supply 
increasing world energy demand, the 
Company, together with Minerals and 
Resources Corporation Limited, of 
Bermuda, established Inspiration Coal 
Inc. in November. It made its first 
acquisition in January, 1981, Bailey 
Mining Company of Bypro, Kentucky, 
which was a privately-owned company 
producing a high grade thermal coal. 
Currently producing 350,000 tons of 
clean coalannually, the operation willbe 
expanded during 1981 to produce 
750,000 tons of clean coal per year. It is 
felt that this first acquisition will make a 
solid foundation for future growth. 


Marketing Division 


The Company has formed a Marketing 
Division to handle all aspects of the 
marketing of copper, zinc and precious 
metals from the Canadian Metals 
Division, and all aspects of the mar- 
keting of products from Inspiration 
Copper. The new division consists of 
three groups, a copper and precious 
metals marketing group based in New 
York, a zinc and cadmium marketing 
group and a market research and de- 
velopment group based in Toronto. 


Other matters 


Proceedings continue in connection 
with the application filed in a Sas- 
katchewan court to determine the com- 
pensation payable to the Company’s 
wholly-owned subsidiary, Churchill 
River Power Co. (CRP), arising out of 
the termination of the 50-year licence to 
operate a hydro-electric plant at Island 
Falls, Saskatchewan. The amount of 
compensation is to be set by the court 
according to the terms of the licence 
and regulations under the Saskatchewan 
Water Power Act, since earlier discus- 
sions between CRP and the Saskatchwan 
Power Corp. (SPC) did not result in an 
agreement on the matter. CRP is claim- 
ing compensation of about $76 million 
to July 1, 1978, this amount to be adjus- 
ted to March 31, 1981, the expiry date of 
the licence. SPC has stated in docu- 
ments filed in court that it is prepared 
to pay compensation of about $33.5 
million to July 1, 1979, thisamountto be 
adjusted to March 31, 1981. 


M. Brian O’Shaughnessy has been 
appointed president of the Marketing 
Division. Raymond E. Exum has been 
appointed president of Inspiration Coal. 


The Directors would like to take this 
opportunity to thank the Company’s 
employees for their hard work, loyalty 
and dedication during the year, without 
which the achievements of 1980 would 
not have been possible. Our confidence 
in the future is based in large part on 
their continued efforts and commitment. 


On behalf of the Board. 


Riplites 


Chairman, President and 
Chief Executive Officer. 


March 6, 1981 


Commodity survey 


Copper 


The Western World refined copper sup- 
ply declined 2.0% in 1980 compared to 
1979. The main cause of this decline was 
the copper strike in the U.S.A. 
Western World consumption, after a 
relatively good first quarter, worsened 
considerably as the year progressed with 
1980 demand declining 2.8% versus 1979 
levels. Double digit inflation and record 
high interest rates in North America led 
to sagging automotive sales and housing 
starts during the second half of the year. 
These end markets are prime areas of 
copper consumption. Declining con- 
sumption soon followed in Europe and 
Japan. 

The year opened with optimism regard- 
ing the general economy and copper 
prices were on arising trend. The Metals 
Week published price averaged SUS1.10 
per |b for cathodes during the first quarter. 
Thereafter, prices softened and ended 
the fourth quarter averaging 94 cents. 
The ratio of copper stocks to quarterly 
consumption is ata low level. This indi- 
cates that any strong recovery in con- 
sumption will be coupled witha need to 
refill the product pipeline to the 
consumer. This could exert considerable 
upward pressure on prices. 


Zinc 


The Western World supply of zinc metal 
declined 5.1% during 1980 compared to 
1979. The decline was mainly due to a 
lack of incentive in prior years to invest 
in zinc mining facilities which led to in- 
adequate mine production to meet 
demand requirements. Consequently, 
normal working concentrate stocks 
were depleted to bridge this gap. 

Zinc consumption is cyclical with the 
general economy. The demand for zinc 
in galvanizing declined during the third 
quarter as recession spread to capital 
spending. All end use markets for zinc 
were depressed during the year and 
Western World consumption declined 
4.0% in 1980 compared to 1979. 

The Metals Week published price in- 
creased during the first quarter to average 
38 cents U.S. per Ib. After declining 
during the next two quarters, prices rose 
again during the fourth quarter, reflect- 
ing the already tight concentrate position, 
to average 39 cents U.S. per lb. 

The ratio of zinc stocks to quarterly con- 
sumption is also at a low level. A recovery 
ofzinc consumption will be accompanied 
by consumer demand to rebuild stocks. 


Fertilizers, Chemicals 


U.S. domestic agricultural nitrogen 
usage in 1980 increased by slightly more 
than 6%, to 11.4 million tons of nitrogen. 
Agricultural consumption of phos- 
phates and potash fell by 4% and 1%, 
respectively. 

It is expected that the pinch on growers’ 
margins will be relieved this year as 
higher crop prices and a return to more 
normal yields combine to hold down in- 
creases in per-unit production costs. Net 
U.S. farm income in 1981, the most 
widely used indicator, is predicted to 
recover ground lost in 1980, increasing 
14% to SUS3]1 billion. 

Overseas demand for U.S. grain 
and soybean exports should remain 
firm through 1981, surpassing 1980’s 
SUS40.5 billion. U.S. carryover stocks 
in 1981 are expected tobe drawn downto 
less than one half the levels of 1980. 
These expectations, however, hinge sub- 
stantially on growing conditions as they 
will materialize over the Northern Hemi- 
sphere during the next six months. 

All of the above are positive influences 
on potential fertilizer and  crop- 
protection chemical consumption in 
1981. Theimproved economic condition 
on the farm could translate into record 
levels of fertilizer use. 

In 1981, nitrogen consumption should 
continue to rise, by 2-4% or to approxi- 
mately 11.7 million tons. Phosphates 
should register a gain of about 4% to 
match the record quantities applied in 
1977 (5.63 million tons P,0,). Potash 
should record an even stronger increase, 
up to 6.4 million tons K,0. Potential total 
tonnage of all three nutrients in 1981 
could reach 23.7 million tons, 3.5% above 
last year’s 22.9 million tons. 

All types of crop-protection chemicals 
will continue to be in firm demand 
during 1981. In spite of being mostly 
petroleum-based, the cost to the farmer 
of purchasing crop-protection chemi- 
cals has increased at only about half the 
rate of other production inputs during 
the 1970s. The proportion of the 
grower’s production costs accounted for 
by these chemicals is actually less today 
than it was ten years ago. Their prices are 
expected torise byabout 10% in 1981, ap- 
proximately the same as in 1980. As a 
comparison, the price paid by farmers 
for all production inputs is projected to 
record a 13% increase in 1981. 


Oil, Gas 


The year 1980 was yet another period of 
rapidly increasing prices. The Organiza- 
tion of Petroleum Exporting Countries 
has been able to maintain continuity of 
supply and escalating prices despite sig- 
nificant supply interruptions and declin- 
ing demand. The pattern should continue 
during 1981. 


The recent OPEC pricing policy meeting 
held in Bali, Indonesia, resulted in a 
weighted average price of approximately 
$42 per barrel from prices ranging from 
$38 to $48 per barrel. The price is 24% 
higher than at January 1, 1980, and 156% 
higher than at January 1, 1979. (All prices 
quoted are in Canadian dollars.) 


United States 

On January 28, 1981, President Reagan 
ordered immediate decontrol of crude 
oil and related product prices, and the 
price of U.S. domestic crude oil increa- 
sed to the world price of approximately 
$42 per barrel. It will increase revenues 
by approximately $9.0 billion, of which 
the government’s share would be ap- 
proximately S6.5 billion. 

Natural gas prices are governed by the 
Natural Gas Policy Act of 1978. Conven- 
tional new natural gas was priced atS2.81 
per thousand cubic feet with certain 
classifications receiving as high as $5.62 
per thousand cubic feet at January 1, 
1980. Under the Act natural gas prices 
will be decontrolled in 1985. 


Canada 

The National Energy Program proposes 
to regulate the wellhead price of crude 
oil and natural gas through 1990. The 
price of conventional crude oil, currently 
at S17.75 per barrel, will increase each 
six months by $1 through July 1983, 
by $2.25 from January 1984 through 
July 1985 and $3.50 from January 1986 
through July 1990. The price rose by 20% 
in 1980 from S14.75. The price for 
natural gas at the Toronto City Gate, cur- 
rently at S2.60 per thousand cubic feet, 
will not be increased during 1981 and 
then will be increased 15 cents per 
thousand cubic feet for each S1 per 
barrel increase in the wellhead price of 
oil. 


Management’s discussion of the financial statements 


Financial reporting 

The Company’s financial reporting 
presents the results of its operations and 
financial position in conformity with 
Canadian practice. Since securities of 
the Company are also registered in the 
U.S., reporting requirements of this juris- 
diction continue to be incorporated. 
Compared to prior years, several 
changes have been made to the format 
and contents of the 1980 financial state- 
ments, primarily related to changes in 
regulations which came into effect 
during 1980. This commentary is 
expanded, three years of earnings and 
changes in financial position data are 
presented, and supplementary petro- 
leum disclosure is included. In addition 
to these changes, the unconsolidated 
financial statements are no longer 
presented; these are included in the 
Company’s Form 10-K, a copy of which 
is available on request. The majority of 
readers will find their needs met by the 
consolidated financial statements. Some 
of the additional required information 
may make it more difficult for readers 
to focus on these needs. 

While a number of technical differences 
exist between Canadian and USS. 
generally accepted accounting prin- 
ciples we believe financial statements 
for the Company prepared according to 
either basis would result in similar 
interpretations by the reader. The only 
significant effect on reported earnings of 
the Company which would arise using 
U.S. generally accepted accounting 
principles would be the recording of 
unrealized exchange gains and losseson 
conversion of foreign currency long- 
term debt because of the use in the U.S. 
of end-of-period rates of exchange. Net 
earnings would be reduced by $550,000 
in 1980, increased by $1,300,000 in 1979 
and reduced by $6,240,000 in 1978. 
The major partially-owned subsidia- 
ries which have been consolidated are 
Francana Oil & Gas Ltd. (including its 
partially-owned subsidiary, Trend Inter- 
national Limited) and Terra Chemicals 
International, Inc. The most significant 
investments in associated companies, 
which have been accounted for on the 
equity basis, are Inspiration Consoli- 
dated Copper Company and Tantalum 
Mining Corporation of Canada Limited. 


1980 Highlights 

Net sales of $744,963,000 and earnings 
of $63,108,000 achieved in 1980 were 
both records. Higher prices for metal, 
fertilizer, and petroleum products en- 


hanced sales and earnings significantly. 
Profit on sale of natural gas properties 
was $6,845,000 and a $19,500,000 invest- 
ment gain related to Rosario Resources 
accounted for the balance of the earnings 
improvement while losses incurred by 
Inspiration Consolidated Copper Com- 
pany reduced earnings by $10,950,000. 


Dividends 

Dividend payments totalled $12,122,000 
representing $1.20 per share in 1980 
compared to $8,081,000 or 80 cents per 
share in 1979. Payments were made 
quarterly during both years; however, 
dividends were omitted during 1978. 
Dividends payable to non-residents of 
Canada are subject to withholding taxes. 
Regularly, the Board of Directors 
reviews the Company’s financial posi- 
tion, its operating results and considers 
future developments and opportunities. 
In light of these factors, the Board estab- 
lishes dividend declarations. 


Liquidity 

The Company’s cash and short-term de- 
posits position improved by $79,924,000 
during 1980. The sale of the Company’s 
investment in shares of Rosario Re- 
sources Corporation contributed working 
capital of $47,848,000. This investment 
had been acquired in 1979 at a cost of 
$24,448,000. 

While working capital improved by 
$72,739,000 during 1980, the ratio of 
current assets to current liabilities in- 
creased only slightly to 2.3:1. There was 
a $19,539,000 increase in income and 
other taxes payable which is discussed 
below and a $22,086,000 increase in ac- 
counts payable both of which tended 
to offset significant increases in current 
assets. The increase in accounts payable 
relates to price increases for purchased 
commodities which have generally ex- 
ceeded inflation levels. Metals and 
metal products inventories were 
$67,302,000 at December 31, 1980 com- 
pared to $52,687,000 at December 31, 
1979. This increase is a reflection of 
higher inventories of copper and zinc 
and of the greatly increased carrying 
value of copper. 

Fertilizers and chemicals inventories 
were up 36% at $64,000,000 on December 
31, 1980 due to good fourth quarter urea 
production rates and stockpiling of phos- 
phates to take advantage of market price 
lows. These inventories are valued on 
the last-in, first-out basis which results 
in charges to current year’s cost of sales 
which closely reflect current costs but 


which valued inventories at $17,413,000 
less than production cost at December 
31,1980. 

Capital spending in 1980 was approxi- 
mately $83 million, almost the same as 
in 1979 and 1978. Plans for 1981, not all 
of which have been approved, call for 
capital spending to double. Itis anticipa- 
ted that these expenditures can be finan- 
ced from internal sources. 

Principal prepayments reduced long- 
term debt by $25,163,000 in 1980 reducing 
long-term debt from 30.6% to 23.0% of 
total capitalization. Asa result, the Com- 
pany has significant financing capability 
available as opportunities to investarise. 


Taxes 

In 1980, and to a lesser extent in 1979, 
there was considerable utilization of 
prior years’ tax losses and investment 
tax credits. In 1980, tax expense in- 
creased by approximately $27,800,000, 
most of which was payable currently. 
Utilization of prior years’ tax losses 
has contributed 6% of combined 1979 - 
1980 net earnings and in 1980 utilization 
of investment tax credits has reduced 
cash taxes by $3,836,000. 

Inspiration Copper, an _ associated 
company, proved an exception to this 
by virtue of its net loss position for tax 
purposes and the 1980 operating loss 
incurred. Inspiration has SUS21,000,000 
of reductions available from future 
years’ taxable income and SUS6,000,000 
of investment tax credits which cannot 
be utilized while Inspiration has loss 
carryforwards. The Company’s share of 
Inspiration’s total losses reflect no 
benefit from future tax reductions. 
When realized, these benefits will be 
reported as an extraordinary item. 


1980 compared with 1979 

Net sales increased by 19% fo 
$744,963,000 from $628,486,000 in 
1979. Higher prices for all products ac- 
counted for this increase, while sales 
volumes for metals, fertilizers, oil and 
natural gas were lower. Metal sales 
reached $308,917,000 in 1980 compared 
to $271,520,000 in 1979, an increase of 
14% attributable to higher unit selling 
prices for all metals, particularly gold 
price increases which added $25,347,000 
in revenues. Over half of metal sales 
volumes is derived from the sale of metal 
produced from concentrates purchased 
from other mines at prices which relate 
to current market less treatment fees. 
Copper and, to a lesser extent, zinc pro- 
ducer prices during 1980 were changed 


frequently and maintained a close rela- 
tionship to the commodity exchange 
prices. Fertilizers and chemicals sales 
rose to $311,072,000 from $263,282,000 
in 1979, an increase of 18%, due to higher 
prices on a lesser volume of deliveries. 
Sales of oil and gas increased to 
$124,974,000 in 1980 or 33% above 
$93,684,000 achieved in 1979, primarily 
because the OPEC crude oil price 
increases more than offset a 12% re- 
duction in production from Trend’s 
Indonesian production-sharing con- 
tract and a decline in Canadian gas 
production. 

Other income increased in 1980 by 
$38,081,000 including $18,919,000 from 
a sale of natural gas properties. White- 
horse Copper Mines joint venture 
earnings increased by $5,349,000 result- 
ing from higher production and metal 
prices, and interest earned on short-term 
deposits increased by $6,266,000 from 
higher cash flows and interest rates. 
During 1979 the cost of closing gold sale 
commitments reduced other income by 
$8,468,000. The unrealized exchange 
gain of $2,023,000 on translation of 
subsidiaries’ accounts compares to a 
loss of $820,000 incurred in 1979. 
Costs of sales for 1980 increased by 15% 
over 1979 as a result of higher labour, 
material and energy costs. However, 
gross margins improved as production 
costs did not rise as much as selling 
prices. Depreciation, depletion and amor- 
tization increased by 13% as a result of 
increased unit-of-production write-off 
rates. 

Exploration expenditures of $9,701,000 
represented an increase of 126% over 
1979. Exploration activities increased 
during the year, principally on the Tom 
claims in the Yukon, and two previously 
investigated properties were written off. 
Taxes increased to $75,925,000 in 
1980 from $48,135,000 in the previous 
year and reflect higher earnings before 
taxes partially offset by a lower effective 
tax rate. 

Share of losses of associated companies 
in 1980 totalled $8,104,000 compared to 
earnings of $3,624,000 in 1979, as Inspira- 
tion Copper experienced a four-month 
strike, related shut-down costs and 
otherwise lower production levels of 
finished copper than 1979. During the 
year, Inspiration incurred higher in- 
terest costs from new borrowings to 
finance capital expenditure programs to 
improve its operating efficiencies. 
Tantalum Mining Corporation enjoyed 
greatly increased selling prices in 1980 


and the Company’s share of its earnings 
increased by $1,322,000 to$2,885,000in 
1980. 


1979 compared with 1978 

Increases in the free market selling 
prices for copper, zinc, gold, silver, 
molybdenum and tantalum in 1979 
greatly increased earnings. The petrole- 
um companies also improved earnings 
and were the second largest contributor 
to net earnings after the Canadian Metals 
Division. The unrealized exchange 
losses arising from conversion of the 
working capital of foreign subsidiaries to 
Canadian dollars had an immaterial 
effect on 1979 earnings, compared to 
1978 when the gain represented 
approximately half of the earnings. The 
1979 results reflected the Company’s 
increased equity interest in Inspiration 
Copper, up from 36.5% to 50.0%. 
Consolidated net sales increased 37% 
during the year primarily because of 
higher prices in all segments and in- 
creased fertilizer and chemical volumes. 
Metals sales increased 46% because of 
higher unit selling prices for all metals 
and greater deliveries of zinc. 
Fertilizers and chemicals sales rose 
to $263,282,000 from S197,526,000 in 
1978, an increase of 33%, due toa greater 
volume of deliveries and improved 
prices. 

Sales of oil and gas increased to 
$93,684,000 in 1979 or 24% above the 
$75,447,000 reported in 1978, primarily 
because the OPEC crude oil price in- 
creases more than offseta 20% reduction 
in production from Trend’s Indonesian 
production-sharing contract and be- 
cause of increases in Canadian gas 
production and prices. 

Depreciation, depletion and amortiza- 
tion increased as a result of generally 
lower developed reserves, which in- 
creased unit-of-production costs. 

Other income was reduced in 1979 by 
a loss on closing out forward gold sale 
commitments; however, the White- 
horse Copper Mines joint venture 
earnings increased and a profit on sale 
of investments was earned. Interest 
income increased particularly because 
of higher interest rates. 

Equity in earnings of associated com- 
panies in 1979 totalled $3,624,000 
compared to a loss of $1,783,000 in 1978 
as Inspiration Copper was profitable at 
the higher level of metal prices. In 1978 
and 1977 losses were experienced as a 
result of the low level of production from 
Inspiration’s mining operations. 


Working capital declined by 
$33,791,000 during 1979 and by 
$43,280,000 during 1978 with the 
largest element of change each year 
being a reduction of $42,619,000 and 
$56,861,000 in cash and short-term 
deposits in 1979 and 1978 respectively. 
The decline was a function of new invest- 
ments, which are detailed elsewhere, 
and capital expenditures. 


Effects of inflation 

The financial statements are reported 
reflecting historical costs and hence dol- 
lars of varying purchasing power. They 
do not isolate, therefore, the effects of 
inflation on the Company’s businesses. 
Unaudited supplemental information is 
set out on page 32 to provide additional 
data and a discussion of how inflation 
affects Company operations. 


Supplementary petroleum segment 
information 

A variety of additional information on 
petroleum production, reserves, reve- 
nues, costs and an alternative accounting 
basis, Reserve Recognition Accounting, 
begins on page 33. This data should assist 
the reader in assessing that segment of 
business. 


Management’s report to 
the shareholders 


The financial statements of the Compa- 
ny have been prepared by management 
in accordance with generally accepted 
accounting principles consistently ap- 
plied. Because a precise determination 
of many assets and liabilities is depend- 
ent upon future events, the preparation 
of periodic financial statements neces- 
sarily involves the use of estimates and 
approximations. These have been made 
using careful judgement and with all 
information available up to February 13, 
1981. The financial statements have, in 
management’s opinion, been properly 
prepared within reasonable limits of 
materiality and within the framework 
of the accounting policies summarized 
in Note 1 of the notes to the consolidated 
financial statements. 


“Auda 


A. M. Doull 
Senior Vice-President, Finance 


Consolidated statement of earnings 
For the years ended December 31, 1980, 1979 and 1978 


Revenues: 
Net sales 
Interest and other income (Note 10) 


Costs and expenses: 

Cost of sales 

Depreciation, depletion and amortization 
Exploration expenses 

General administrative expenses 

Interest 


Earnings before taxes 
Income taxes, mining taxes and royalties (Notes 2 and 11) 


Earnings from operations 


Deduct: 
Minority interest in earnings of subsidiaries 
Share of losses (earnings) of associated companies (Note 4) 


Earnings before extraordinary items 


Extraordinary items (Note 12): 
Gain on sale of investment 
Income tax reductions 


Net earnings for the year 
Earnings per share (Note9 ): 
Before extraordinary items 
After extraordinary items 


Consolidated statement of retained earnings 
For the years ended December 31, 1980, 1979 and 1978 


Retained earnings at beginning of the year: 
As previously reported 
Adjustment for deferred mining taxes (Note 2) 


As restated 
Net earnings for the year 


Dividends (per share 1980 - $1.20; 1979 - $0.80; 1978 - nil) 
Retained earnings at end of the year 


1980 1979 1978 
(in thousands) 

S744,963 S628,486 $458,665 
58,347 20,266 24,226 
803,310 648,752 482,891 
548,312 476,831 368,482 
50,708 44.872 35,510 
9,701 4,285 3.315 
217) 18,631 15,540 
17,461 17,766 14,931 
647,894 562,385 437,838 
155,416 86,367 45,053 
75,925 48,135 24,331 
79,491 38,232 20,722 
29,946 13,461 13,739 
8,104 (3,624) 1,783 
38,050 9,837 15.522 
41,441 28,395 5,200 
19,500 - - 
2,167 3.221 - 

S 63,108 S 31,616 S 5,200 
S. 410 .S:- 28) — S051 
S625 S77 33 S051 
1980 1979 1978 

(in thousands) 

$214,539 $188,601 $183,508 
(116) 2,287 2,180 
214,423 190,888 185,688 
63,108 31,616 5,200 
2734 222,504 190,888 
12,922 8,081 - 
S265,409 $214,423 $190,888 


See accompanying notes to the consolidated financial statements. 


Consolidated statement of changes in financial position 


For the years ended December 31, 1980, 1979 and 1978 


Working capital provided: 

Operations: 

Earnings from operations 

Depreciation, depletion and amortization 
Deferred taxes 

Dividends from associated company 
Other 


Deferred petroleum revenue 
Proceeds from long-term debt 
Proceeds on sale of investments (Note 12) 


Working capital applied: 

Dividends 

Dividends paid by subsidiaries to minority interests 
Investments (Note 4) 

Property, plant and equipment 

Reduction of long-term debt 

Increase in other assets 


Increase (decrease) in working capital 
Working capital at beginning of the year . 


Working capital at end of the year 


Changes in working capital represented by: 

Increase (decrease) in current assets: 

Cash 

Short-term deposits 

Accounts receivable 

Inventories - metals and metal products 
- fertilizers and chemicals 

Income taxes recoverable 


(Increase) decrease in current liabilities: 
Accounts payable 

Accrued liabilites 

Income and other taxes payable 
Current portion of long-term debt 


Increase (decrease) in working capital 


1980 1979 1978 
(in thousands) 

879.491 (8 38.232-" 8.20.722 
50,708 44.872 35,510 
18,416 17212 6,027 
4.125 113 = 
1,620 (516) 719 

154,360 99,913 62,978 
6,940 1,919 1,883 
= 4.417 18,809 
47,848 1,010 es 

209,148 107,259 83,670 
12,122 8,081 2 
5,622 5,350 6,277 
3,504 40,078 31,626 
83,525 82,116 83,354 
25,163 3,556 5,237 
6,473 1,869 456 

136,409 141,050 126,950 
72,739 (33,791) (43,280) 

138,467 172,258 215,538 

$211,206 $138,467 $172,258 

S266) S 4.556. 8-518) 
83,190 (47,175) (53,343) 
730i 24,784 18,992 
14,615 5,006 3,687 
16,959 (221) 5,816 

a (4,329) 1,821 
118,799 (17399) 006545) 
(22,086) (12,947) (6,093) 

(969) (4,846) (6,182) 
(19,539) 2,448 (5,829) 
(3,466) (1,067) 1,369 
(46,060) (16,412) = (16,735) 
S 72,739 $(33,791) $(43,280) 


See accompanying notes to the consolidated financial statements. 


Consolidated statement of financial position 
As at December 31, 1980 and 1979 


Current assets: 

Cash 

Short-term deposits 

Accounts receivable 

Inventories - metals and metal products 
~ fertilizers and chemicals (Note 3) 

Total current assets 

Deduct: 

Current liabilities: 

Accounts payable (Note 6) 

Accrued liabilities 

Income and other taxes payable 

Current portion of long-term debt 

Total current liabilities 

Working capital 

Add: 

Investments (Note 4) 

Property, plant and equipment (Note 5) 

Other assets 

Capital employed 

Deduct: 

Commitments and contingencies (Note 8) 

Long-term debt (Note 7) 

Deferred petroleum income 

Deferred taxes 

Minority interest in subsidiaries 


Shareholders’ investment 


Investment represented by: 
Share capital (Note 9) 
Retained earnings 


Total shareholders’ investment 


Approved by the Board of Directors 


Director: [Wht 


Director: ==~* Be Grae 


1980 19/9 
(in thousands) 

S: 935) §. 12,623 
AE SS 43,967 
104,709 97,408 
67,302 52,687 
64,000 47,041 
372,52) 295:126 
109,267 87,181 
23,347 22,318 
23197 3,658 

5,508 2,042 
paieen ee 

211,206 138,467 
78,428 113,332 
379,036 346,219 
21995 21,522 
696,665 619,540 
100,553 125,/16 
10,742 3,802 
125,595 103,582 
123.419 100,770 
360,009 333,870 

_ $336,656 $285,670 

S 71,247 S 71,247 

265,409 214,423 
_ $336,656 $285,670 


See accompanying notes to the consolidated financial statements. 
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Notes to the consolidated financial statements 
December 31, 1980, 1979 and 1978 


1. Summary of significant accounting policies 


Generally accepted accounting principles: 
The financial statements are prepared in conformity with 
generally accepted accounting principles in Canada. 


Principles of consolidation: 

The consolidated financial statements include the accounts of 
Hudson Bay Mining and Smelting Co., Limited and all companies 
more than 50%-owned. In addition, the Company follows the 
equity method of accounting for its interest in associated com- 
panies in which it owns from 20% to 50% of the common shares. 


Inventories, materials and supplies: 

Inventories of metals, fertilizers and chemicals and all other 
saleable products are valued at the lower of cost or estimated net 
realizable value; metal by-products are valued at estimated net 
realizable value. Materials and supplies are valued at cost. Cost 
is determined on the first-in, first-out basis, except for the inven- 
tories ofa subsidiary, Terra Chemicals International, Inc., which 
are valued on the last-in, first-out basis and which represent 
substantially all of the inventories of fertilizers and chemicals. 


Property, plant and equipment: 


Mineral properties - Exploration costs with respect to mines 
operating, or in the development stage, are capitalized as 
mineral properties and amortized by the unit-of-production 
method based on estimated recoverable reserves; all other 
mineral exploration costs are written offto expense as incurred. 
Mine development expenditures - Expenditures on major mine 
development are capitalized and amortized by the unit-of- 
production method for each mine based on related estimated 
recoverable reserves. 

Petroleum properties - Petroleum properties are accounted for 
on the full-cost basis, whether productive or nonproductive, 
whereby all costs relating to the exploration for and the devel- 
opment of petroleum resources are capitalized within cost centres 
by country and amortized by the unit-of-production method 
based on estimated recoverable reserves of producing properties. 
Plant and equipment - Expenditures for plant and equipment 
additions, major replacements and improvements are 
capitalized in the property accounts; the cost of maintenance 
and repairs is charged to operating expense as incurred. 
Depreciation of mineral and petroleum plant and equipmentis 
charged to operations by the unit-of-production method based 
on estimated recoverable reserves. Depreciation of other plant 
and equipment is charged to operations, generally ona straight- 
line basis over their estimated useful lives. 


Income and mining taxes: 

The Company follows the tax allocation method of providing 
for income and mining taxes. Deferred taxes represent pri- 
marily tax reductions for expenditures on mine development, 
petroleum and other properties and depreciation deducted 
in the determination of taxable income but not yet charged to 
earnings. Investment tax credits are recognized as realized. 


Foreign currency translation: 

The financial statements are expressed in Canadian dollars. 
Foreign currencies have been translated into Canadian dollars 
as follows: revenue, costs and expenses of foreign subsidiaries at 
the average rates of exchange for the period; noncurrent assets 
(including depreciation, depletion and amortization thereof) 
and noncurrent liabilities at rates in effect at dates of transac- 
tions; current assets and current liabilities at rates in effect at the 
end of the year. Gains and losses on currency translation are 
included in the statement of earnings. 


2. Change in accounting principle 


Due to the increasing significance of timing differences and to 
ensure a more appropriate allocation of mining tax costs against 
earnings, the Company has changed, effective January 1, 1980, 
the method of accounting for mining taxes from the taxes 
payable to the tax allocation method. This change has been 
applied retroactively and reduces previously reported earnings 
for the year ended December 31, 1979 by $2,403,000 (24 cents 
per share), and increases previously reported earnings for the 
year ended December 31, 1978 by $107,000 (1 cent per share). 
This change results in a cumulative reduction of $116,000 in 
retained earnings at December 31, 1979 and cumulative 
increases of $2,287,000 at December 31, 1978 and $2,180,000 at 
December 31, 1977. 


3. Inventories 


As indicated in Note 1, Terra Chemicals International, Inc. 
values its inventory on the last-in, first-out basis. If the first-in, 
first-out method of inventory valuation had been used, inven- 
tories would have been $17,143,000, $11,415,000 and $7,334,000 
higher than reported at December 31, 1980, 1979 and 1978, 
respectively. 
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4. Investments (including advances) 


1980 1979 
(in thousands) 
Associated companies S 54,330 S 68,190 
Partnerships 14,249 t5398 
Joint venture 8,485 7,050 
Other - at cost: 
Quoted (market value 
1980 - $1,820,000; 
1979 - $37,984,000) 1,904 26,352 
Unquoted 12,160 9,182 
91,128 126,167 
Less provision for 
decline in value 12,700 12,835 
S 78,428 S 113,332 
Associated companies: Equity in 
Tatalinvestment: % of common underlying 
share ownership net assets 
1980 1979 1980 1979 
Tae (in thousands) 
Inspiration Consolidated 
Copper Company 50.0% 50.0% S$ 43,847 S$ 54,847 
Tantalum Mining 
Corporation of 
Canada Limited 3 oven 3 soe 1,741 4.517 
Lytton Minerals 
Limited - 33.9% - 120 
Other companies 44 aL 
Equity in net assets 45,632) 59-001 
Unamortized excess of 
cost of investments over 
equity in net assets 8,698 8,589 


S 54,330 S 68,190 


Changes in investment positions : 1978 


1980 1979 
(in thousands) 


Inspiration Consolidated 


Copper Company S 128 $16,380 S'16576 
Net investment in subsidiary 

companies 1,975 1,475 5,497 
Rosario Resources Corporation 

(Note 12) - 24,448 - 
Tantalum Mining 

Corporation of 

Canada Limited - 92 5,006 
Partnerships (1,144) @,239). -.4,517 
Other - net 2,545 taps 30 


S 3,504 $40,078 S 31,626 


1980 1979 
(in thousands) 


Share of earnings (losses): 1978 


Inspiration Consolidated 


Copper Company S(10,950) $2,047 $(2,560) 
Tantalum Mining Corporation 
of Canada Limited 2,885 1,563 290 
Other (39) 14 487 
S (8,104) $3,624 $(1,783) 
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The Company’s share of the cash purchase of additional com- 
mon shares of Inspiration Consolidated Copper Company as 
noted above exceeded the Company’s equity in the underlying 
net assets by approximately $17,000 in 1980; $1,800,000 in 
1979; $1,800,000 in 1978. The purchases increased the 
Company’s common share ownership from 23.4% at the 
beginning of 1978 to 50% effective January 1, 1979. As at 
December 31, 1980, the Company has undertaken to purchase 
SUS591,000 additional common shares upon the redemption 
of preferred shares held by minority interests. 


Effective November, 1978, the Company acquired a 37.5% 
interest in Tantalum Mining Corporation of Canada Limited. 
During 1978, the Company increased its interest in Whitehorse 
Copper Mines Ltd. from 41.2% to 100%. The Company’s interest 
in Terra Chemicals International, Inc. increased to 55.3% in 1980 
from 53.5% in 1979 and 50.2% in 1978. 


The unamortized excess of cost of investments in associated — 
companies over equity in net assets is being written off against 
the Company’s share of earnings generally over a period of 
20 years. 

The Company makes provision, in amounts which it considers 
prudent, for declines in value of investments. 


The investment in partnerships represents Terra Chemicals 
International, Inc.’s 25% interest in an ammonia production 
facility and 65% interest in a nitrogen product upgrading facility. 
The investment consists principally of Terra’s equity contribu- 
tions and deferred pre-operating costs, which are being amor- 
tized, and advances. 


5. Property, plant and equipment 


Operating segment (at cost): 1980 1979 
(in thousands) 
Metals $242,394 §225,078 
Fertilizers and chemicals 85,070 81,591 
Petroleum 269,932 = 227 eee 
597,396 534,474 
Less accumulated depreciation 
and depletion 264,528 «253.268 
332,868 301,193 
Unamortized mine development 
expenditures 46,168 45,026 
$379,036 $346,219 


6. Lines of credit and short-term borrowings 


Accounts payable includes bank loans of $1,608,000 in 1980 
and $1,915,000 in 1979. 


The Company and its major subsidiaries have lines of credit 
aggregating approximately $87,000,000 with banks in Canada 
and the United States with interest at bank prime rates. 


The maximum amounts of short-term borrowings outstanding 
during 1980, 1979 and 1978 were $62,000,000, $48,000,000 and 
$30,000,000 respectively, and the approximate average 
amounts outstanding during each year were $10,000,000, 
$19,000,000 and $12,000,000 respectively, with weighted 
average interest rates of 15.9%, 12.2% and 8.7%. 


7. Long-term debt 


1980 1979 


Hudson Bay Mining and : 
Smelting Co., Limited: (in thousands) 
9% unsecured debentures 
due 1991 (see (a) below) S20,001s2 5720001 
104% unsecured debentures due 1995 
(SUS50,000,000) (see (b) below) 50,764 50,764 
Mortgage loans 266 280 
Francana Oil & Gas Ltd. 
(see (c) below): 
Secured bank production loans - 20,469 
Other (1979 - SUS349,000) - 374 
Terra Chemicals International, Inc.: 
958% unsecured notes 
(1980 - SUS16,500,000; 1979 - 
S$US17,500,000) (see (d) below) 16,745 17,760 
824% unsecured notes 
(SUS15,000,000) (see (e) below) 16,884 16,884 
Other (1980 - SUS626,000; 
1979 - SUS911,000) 635 962 
105.295 127,494 
Included in current liabilities 4,742 Los 
S 10055325 S125.716 


(a) Under the trust indenture covering the 9% unsecured deben- 
tures, sinking fund payments sufficient to retire $800,000 of 
principal amount are required each year until 1990. Debentures 
amounting to $4,999,000 (principal amount) have been 
purchased by the Company and cancelled. Therefore, no 
sinking fund payments have been required to date and 
$1,799,000 is available for application against future sinking 
fund requirements. 

(b) Under the trust indenture covering the 10'2% unsecured 
debentures, sinking fund payments to retire SUS3,330,000 of 
principal amount each year from 1981 to 1994, inclusive, are 
required. . 
(c) Francana Oil & Gas Ltd. repaid all of its long-term debt 
(previously debt of Canadian Merrill Ltd. which amalgamated 
with Francana effective March 31, 1980) during 1980 from the 
proceeds on the sale of natural gas properties. 

(d) The 954% unsecured notes of Terra Chemicals International, 
Inc. are repayable in annual instalments of SUS1,000,000 from 
1981 to 1995, with SUS1,500,000 due in 1996. 

(e) The 834% unsecured notes of Terra Chemicals International, 
Inc. are repayable in annual instalments of SUS1,000,000 from 
1984 to 1998. 

Interest and related expenses on long-term debt were: 1980 
-$15,146,000; 1979 - $14,880,000; and 1978 - $13,728,000. 


Sinking fund and principal payments, after allowing for prepay- 
ments, required over the next five years are as follows: 


Canadian funds _ U.S. funds 


(in thousands) 
1981 Seana $4,599 
1982 14 4,541 
1983 615 4,358 
1984 814 5,358 
1985 814 5,358 


8. Commitments and contingencies 


(a) In 1978 the Province of Saskatchewan advised the Company 
that it would not renew the water power licence which expires 
March 31, 1981 for the facility supplying power to the Flin Flon/ 
Snow Lake mining operations. The province intends to take 
over the power generating facility pursuant to the terms of the 
Water Power Regulations. 

Compensation for the take-over will be established by the 
Saskatchewan Court of Queen’s Bench. The Company has 
claimed compensation of about $76,000,000 as at July 1, 1978, 
this amount to be adjusted to March 31, 1981. The province has 
offered compensation of about $34,000,000. Certain ancillary 
assets may also be sold. As at December 31, 1980 the approxi- 
mate net book value of the total facility was $1,000,000. When 
the consideration is fixed by the Court, any resultant gain 
over book value will be recorded as an extraordinary item. 
The Company is negotiating with Manitoba Hydro to replace 
the power at rates which will be substantially higher than the 
current cost of power. 

(b) In December 1980, the Company, through Inspiration Coal 
Inc., entered into an option agreement to purchase all the 
common shares of Bailey Mining Co.,Inc., a U.S. coal company, 
and to refinance that company. The cost of the Company’s 50% 
interest is approximately $4,000,000. The option was exercised 
in January 1981; Inspiration Coal Inc. then guaranteed a Bailey 
Mining Co, Inc. bank loan amounting to SUS4,017,000. 

(c) During 1978 the Company received a reassessment notice 
from the Department of National Revenue disallowing the 
deduction of a nonrefundable contribution for construction to 
Manitoba Hydro made in 1973, which was, in the opinion of the 
Company, a proper deduction. On the advice of its counsel, the 
Company has filed a formal Notice of Objection to the reassess- 
ment. Income taxes, penalties and interest paid with respect 
to the reassessment, aggregating $2,100,000, have not been 
charged to earnings pending settlement of the reassessment. 
Should the reassessment be upheld, the tax and related costs 
would be charged to retained earnings as a prior period 
adjustment. 

(d) A subsidiary, Terra Chemicals International, Inc., is con- 
tingently liable for discounted notes subject to recourse aggre- 
gating SUS9,801,000 at December 31, 1980 (SUS7,190,000 at 
December 31, 1979) and isa 25% guarantor of SUS77,220,000 of 
first mortgage notes payable of the ammonia production facility 
partnership referred to in Note 4. 

(e) The Company is committed to various noncancellable leases 
expiring at various dates through 1992 and requiring aggregate 
minimum rental payments as follows: 


Canadian funds _ U.S. funds 
(in thousands) 


1981 Se 15s $3125 
1982 ise 2,471 
1983 157 1,961 
1984 Tipsy 1,449 
1985 and thereafter 2,663 4,340 


Total rental expense under all leases, including short-term 
cancellable leases, was approximately $5,339,000 for 1980; 
$4,648,000 for 1979; $4,075,000 for 1978. 
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9. Share capital and earnings per share 


(a) The Company is authorized to issue an unlimited number of 
common shares. As at December 31, 1980 and 1979 there were 
issued and fully paid 10,101,739 shares. 


(b) Under the Company’s 1973 Share Option Plan for full-time 
officers and key employees, 200,000 unissued shares are 
reserved for granting of options at prices not less than 95% of 
the market value (full market value in the case of United States 
citizens) on the day the option is granted. No options have 
been granted under this plan. 


(c) Earnings per share are calculated on the weighted average 
number of shares outstanding (10,101,739 shares for 1980, 1979 
and 1978). 


10. Interest and other income 
1980 1979 


(in thousands) 
S 19,4158 13,149-S 11 765 


1978 


Interest income 


Share of earnings of joint venture 10,788 5,439 1,270 
Fertilizer service revenue 3,656 3,471 2,607 
Sale of natural gas properties - 

see below 18,919 - - 
Cost of closing gold sale 

commitments - (8,468) - 
Translation of subsidiaries’ 

accounts - unrealized 2,023 (820) 191 
Profit on sale of investments 355 ; - 
Miscellaneous 3,191 3,338 Beeb 


S 58,347 §$ 20,266 S$ 24,226 


A 58%-owned subsidiary sold natural gas properties in the 
United States for $18,919,000 which is net of acquisition and 
development costs. The resultant contribution to net earnings 
after provision forincome tax and minority interest was $6,845,000. 


11. Income taxes, mining taxes 
and royalties 


1980 1979 1978 
(in thousands) 
Income taxes: 
Current - Canada S$ -4,505:S:-- 4108. 232 
- Foreign 34,405 16,655 6,889 
Deferred - Canada 69312 1072051 4) 
- Foreign 9,548 4,089 4,712 
Canadian mining taxes and 
royalties (Note 2): 
Current 18,599" 13.856. 11183 
Deferred 1.937 2,403 (107) 


S 75,925 $ 48,135 $ 24,331 


Income taxes of $55,389,000 in 1980; $31,874,000 in 1979; 
$13,255,000 in 1978, have been calculated using the following 
effective income tax rates. The reconciliation of the combined 
Canadian Federal and Provincial statutory income tax rates 
and the effective income tax rate is as follows: 
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1980 1979 1978 

Combined statutory income 

tax rate 50.3% 49.6% 48.0% 
Nontaxable income (1.8) (0.3) (1.3) 
Canadian resource allowance (6.7) (3:3) (9.6) 
Depletion - (23) OAs 
Nondeductible mining taxes ES Tal ~ 
Tax credits, rebates (10:0) Gil} (8.6) 
Difference between Canadian 

and foreign tax rates Ju. 21 4.8 
Nonallowable interest ~ - 0.6 
Inventory allowance (0.7) (1:2) (1.3) 
Exchange translation (0.2) 0.1 (3.8) 
Other - net (1.4) 5.0 0.3 
Effective income tax rate 41.1% - 45.5% 29.23 


The Company has available for application against future 
Canadian federal income taxes payable, if any, investment tax 
credits of approximately $1,760,000 which expire in the years 
1984 and 1985. During 1980, $3,836,000 of investment tax 
credits were utilized. As explained in Note 12, an associated 
company also has investment tax credits and carryforward 
losses available for use in future years. 

Deferred income taxes represent tax reductions applicable to 
the timing differences between amounts claimed in the year 
for income tax purposes and amounts charged to earnings. 
The source of these differences and the tax effect of each were 
as follows: 


1980 1979 1978 
(in thousands) 
Depreciation and depletion $ 18,339 S 4,842 S 1,889 
Amortization of mine 
development 1522 1,430 105 
Exploration expenditures 2,203 8,675 4,206 
Rosario investment gain (3,900) - ~ 
Prior years’ losses (1,451) = ~ 
Pension plan accrual ~ - (24) 
Write-off of investments - ~ (71) 
Preoperating expenditures (110) (119) (75) 


(184) (19) 104 
S 16,479 $14,809 $ 6,134 


Other - net 


Prior to 1978, an oil and gas subsidiary determined its Indone- 
sian income taxes under a contract with the government which 
generally allowed for deduction of all costs incurred, although 
certain of these costs were capitalized and amortized for finan- 
cial reporting purposes. It was not appropriate to provide for 
deferred Indonesian income taxes relative to these timing differ- 
ences since additional future taxes were to be met by increased 
oil allocations under the production-sharing contract. 


Effective January 1, 1978 the production-sharing contract was 
changed and Indonesian income taxes are now based on 
revenue and expense; deferred income taxes are being provided 
for relative to timing differences arising after that date. The 
capital costs as at December 31, 1977 will continue to be amor- 
tized and charged to earnings of future years as anon-deductible 
item. The unamortized balance of these non-deductible 
capital costs as at December 31; 1980, 1979 and 1978 was 
SUS15,500,000, SUS17,800,000 and SUS21,000,000, res- 
pectively. 


12. Extraordinary items 


(a) During 1979, the Company purchased a 9.8% holding in 
Rosario Resources Corporation for a cash consideration of 
$24,448,000. In January, 1980, the Company made a tender 
offer for all of the outstanding shares of Rosario Resources 
Corporation at SUS65 per share. On February 1, 1980, the 
Company sold its holding for SUS75 per share for a total 
cash consideration of $51,816,000 (SUS44,820 ,000) and 
withdrew its tender offer. This resulted in a gain of 
$19,500,000 after related costs and tax provision of 
$6,500 000 of which $2,600,000 is payable currently and a 
net increase in working capital of $47,848,000. 


(b) The Company’s portion of income tax reductions resulting 
from the application of prior years’ losses are as follows: 


1980 1979 
Hudson Bay Mining and Smelting 
Co., Limited S 45.5 - 
Francana Oil & Gas Ltd. 472 S 
Inspiration Consolidated Copper 
Company - 1,564 
Tantalum Mining Corporation of 
Canada Limited 244 300 
Whitehorse Copper Mines Ltd. - 135] 


5 2,167 S 3221 


Inspiration Consolidated Copper Company, an associated 
company, has unrecorded income tax benefits related to prior 
years’ losses of S$US21,000,000 of which SUS4,000,000 expires 
in 1984 and SUS17,000 000 expires in 1987. In addition, Inspira- 
tion has investment tax credit carryforwards of SUS6, 000,000 
which expire in varying amounts through 1987 with 
SUS1,200,000 expiring in 1986 and SUS3,275,000 expiring in 
1987. The income tax savings with respect to these items will be 
recorded as an extraordinary item when realized. 


Francana Oil & Gas Ltd., a subsidiary company, has foreign tax 
credits and investment tax credits available to reduce future 
taxable income of approximately SUS8,604,000. 


13. Retirement plans 


The Company and its subsidiaries maintain non-contributory 
retirement plans which cover substantially all salaried and 
hourly paid employees. 


Total cost of the plans approximated $4,121,000 in 1980; 
$4,370,000 in 1979; $4,626,000 in 1978 including past-service 
costs of $1,903, 000 in 1980: $1,709,000 in 1979; $1,785,000 in 
1978. 


The unfunded past-service costs with respect to all the plans at 
December 31, 1980, 1979 and 1978, were approximately 
$9,000,000, $22,000,000 and $15,000,000 respectively, includ- 
ing unfunded vested benefits at the end of each year of approxi- 
mately $7,000,000, $18,000,000 and $9,000,000, respectively, 
and are being funded and amortized over periods generally not 
exceeding 15 years. 


14. Related party information 


The Company, through its major (44%) shareholder, Anglo 
American Corporation of Canada Limited (Amcan) is asso- 
ciated with Minerals and Resources Corporation Limited 
(Minorco) and Anglo American Corporation of South Africa 
Limited. Minorco owns equally with the Company a U.S. 
holding company which in turn owns all of the common stock of 
Inspiration Consolidated Copper Company and of Inspiration 
Coal Inc. Minorco also owns 43% of Trend International 
Limited with the balance being owned by Francana Oil & Gas 
Ltd., a subsidiary, 58% owned by the Company and 17% by 
Amcan. Dividends paid by Trend to Minorco were $4,295,000 
in 1980; $4,309,000 in 1979; $3,694,000 in 1978. 


The Company provides administrative services in Toronto to 
certain Amcan group companies, some of which are joint 
venture partners with the Company in some exploration 
projects. The applicable costs are shared on a time or activity 
basis amongst the parties involved without any profit element. 


The Company and Amcan equally own a company, Ambay 
Services Limited, that handles the surplus funds, cash require- 
ments and money market activities of certain related com- 
panies, at relevant market rates. The amount which the 
Company had on deposit with Ambay fluctuated during the 
year with the maximum amount being $100,417,000; 1979 - 
$86,884,000; 1978 - S132,366,000 and the amount at December 
31, 1980, was $79,070,000; December 31, 1979 - $24,901,000. 
The Company earned interest of $11,002,000 on these deposits 
in 1980; $6,962,000 in 1979; $8,011,000 in 1978. 


Ambay advances to the Amcan group fluctuated during the 
year with the maximum amount being $24,032,000; 1979 - 
$867,000; 1978 - $3,362,000 and the amount at December 31, 
1980 was $21,277,000; December 31, 1979 - $1,165,000 deposit. 


The Company has a two-thirds interest in and is manager of a 
joint venture to operate the Whitehorse Copper mine; Amcan 
has the remaining one-third interest. The Company buys all of 
the concentrate produced by the joint venture at market prices 
for the metal contained and charges the joint venture for the 
costs of refining and marketing the metal. The Company 
purchased 20,535 tons of concentrate for $31,973,000 net 
of refining and marketing charges in 1980; 21,862 tons for 
$23,491,000 in 1979; 28,258 tons for $18,167,000 in 1978; and 
received $1,200,000 by way of special depreciation charge and 
$10,788,000 on account of profit in 1980; $1,191,000 and 
$5,439,000 respectively in 1979; $1,209,000 and $2,371,000 
respectively in 1978. 


The Company administers its pension trust fund and the 
majority of trustees are officers of the Company. On June 17, 
1980 the Company purchased from its pension fund 76,000 
shares of Francana Oil & Gas Ltd. at $20.00 per share being the 
market price for those shares on that day. 


15. Business segment reporting 


Financial data for 1980, 1979 and 1978 pertaining to the business 
segments of the Company are included following these notes. 
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Auditors’ Report 


To the shareholders of 
Hudson Bay Mining and Smelting Co.,Limited: 


We have examined the consolidated statement of financial 
position of Hudson Bay Mining and Smelting Co., Limited as at 
December 31, 1980 and 1979, and the consolidated statements of 
earnings, retained earnings and changes in financial position for 
each of the three years in the period ended December 31, 1980. 
Our examinations were made in accordance with auditing stan- 
dards generally accepted in Canada, and accordingly included 
such tests and other procedures as we considered necessary in 
the circumstances. We did not examine financial statements for 
certain investments, which have been accounted for using the 
equity method of accounting, or of certain subsidiaries. The 
financial statements for these entities were reported upon by 
other auditors and our opinion, insofar as it relates to the 
amounts included for such entities, is based solely upon reports 
of the other auditors. 


In our opinion, based upon our examination and the reports of 
other auditors, these consolidated financial statements present 
fairly the financial position of the Company as at December 31, 
1980 and 1979, and the results of its operations and the changes 
in its financial position for each of the three years in the period 
ended December 31, 1980 in accordance with accounting princi- 
ples generally accepted in Canada applied, after giving effect to 
the retroactive change in method of accounting for mining taxes, 
with which we concur, from the taxes payable basis to the tax 
allocation basis, as explained in Note 2 to the financial state- 
ments, on a consistent basis. 


Deloitte Haskins & Sells 
Chartered Accountants 
Toronto, Canada 
February 13, 1981 


Dividends, market price ranges 


and related security holder matters (unaudited) 
(By quarters) 


Market range 


Dividends Toronto stock exchange New York stock exchange 
Declared (Principal market) 


Cdn SCdn SUS 

High Low High Low 
1980 
Ist 30¢ 38% 21% 33 17% 
2nd 30¢ 28% 225/4 245 19% 
3rd 30° 35% 27/8 30% 24 
4th 30° 40 31% 341) 262 
1979 
Ist 10¢ 24/8 197% Dil 17 
2nd 20¢ 23% 19 20% 162 
3rd 20° 21es 20% 243g 174 
4th 30° 30 20% 257% Ney 


On December 31, 1980 the Company had 8,851 shareholders 
(1979 - 9,556) and the total number of shares issued was 
10,101,739 unchanged from 1979. 


Selected financial data 
(in thousands except per share data) 


Capital expenditures 
Investment expenditures 
Working capital 

Total assets 

Capital employed 
Long-term debt 
Shareholders’ investment 
Dividends 

Dividends paid per share 


Revenues: 
Net sales 
Other income 


Cost and expenses 
Taxes and royalties 
Minority interest 
Equity earnings (losses) 


Earnings before extraordinary items 
Extraordinary items 

Net earnings (loss) 

Earnings (loss) per share: 

Before extraordinary items 

After extraordinary items 


Selected quarterly consolidated financial data (unaudited) 


(in thousands except per share data) 


1980 

Net sales 

Earnings before taxes and royalties 
Earnings before extraordinary items 
Net earnings 

Earnings per share: 

Before extraordinary items 

After extraordinary items 
Dividends paid per share 

1979 

Net sales 

Earnings before taxes and royalties 
Earnings before extraordinary item 
Net earnings 

Earnings per share: 

Before extraordinary item 

After extraordinary item 
Dividends paid per share 

1978 

Net sales 

Earnings before taxes and royalties 
Net earnings (losses) 

Earnings (loss) per share 
Dividends paid per share 


(0.16) 


0.43 


Quarterly financial information is restated to reflect the change 
in the method of accounting for mining taxes (Note 2). 


0.10 


1980 1979 1978 1977 1976 

S103.0 250% 2982 hO7 Si 8353546 S647 71 S-46,762 

3,504 40,078 31,626 11,306 17,254 

211,206 138,467 72.258 213,538 85,758 

857,984 734,799 669,795 618,736 476,289 

696,665 619,540 $70,948 $36,624 405,676 

100,553 125,716 124,855 110,994 93,216 

336,656 285,670 262,135 256,935 204,703 

Wed Bs) 8,081 - 6,061 8,018 

1.20 0.80 - 0.60 0.80 

$744,963 $628,486  S458,665  S346,346 S343,647 

58,347 20,266 24,226 18,386 2,828 

647,894 562,385 437,838 300,385 292,670 

12025 48,135 24,331 39,334 48,231 

29,946 13,461 13-159 16,677 4,006 

(8,104) 3,624 (1,783) (2,620) 2,224 

41,44] 28-39) 5,200 5,716 Gee! 

21,667 3.221 - 52,517 (11,098) 

63,108 31,616 5,200 58,293 (7,306) 

4.10 2.81 0.51 Oo7 0.38 

6.25 B53 0:51 S07 (0.73) 
Quarters ended 

March 31 June 30 Sept.30 Dec. 31 

S158:57425= S262.912 S160;203. $163,274 

42,037 39,506 46,467 27,406 

20571 10,345 5,948 4,577 

41,564 10,543 5,443 myers! 

2.04 1.03 0.58 0.45 

4.11 1.05 0.54 0.55 

0.30 0.30 0.30 0.30 

S121488) 225731670) 5133,550 1 S141.778 

12,523 32,903 16,422 24,519 

2.103 13,698 3,605 8,389 

2103 13,698 3,605 11,610 

0.27 1.36 O35 0.83 

0.27 1.36 0.35 ied ee) 

0.10 0.20 0.20 0.30 

Se85-833. S173,023") -S103;447- -S 95.462 

6,749 18,246 10,957 2101 

(1,614) 4,383 996 1,435 


0.14 
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Operations by segments 


Operations by segment before minority interests 


(in thousands) 


Revenue 

Canadian operations: 
Canada 
Export - United States 
Export - Europe 

Foreign operations: 
United States 
Southeast Asia 


Net sales 
Interest income: 
Canada 
United States/Europe 
Other income 


Total revenue 
Operating profit 
Canada 


United States 
Southeast Asia 


Other corporate expense 
General corporate expense 
Interest expense 


Earnings before taxes 


Identifiable assets: 
Canada 

United States 
Southeast Asia 


Total identifiable assets 


Depreciation, depletion and 
amortization expense 


Capital expenditures 


Fertilizers 
Metals and Chemicals Petroleum Corporate Consolidated 

1980 1979 1978 1980 1979 1978 1980 1979 1978 1980 1979 1978 1980 1979 1978 
$117,105 $126,315 § 76,149$ - S$ - § =  § 51,939°S 42,672 $ 33,307S - S$ = .§ = $169,044 $163.087 Si aae 
163,589 118,775 50,751 - - - ~ - 1,689 - - - 163,589 118,775 52,440 
28,223 26,430 58,792 - - - - - - - - - 28,223 26,430 58,792 
- - - 3113072 263,282 --197;5526 9,965 7,986 3,744 - - - 321,037 271,268 201,270 
- - - - - - 63,070 43,026 36,707 - - - 63,070 43,026 36,707 
308,917 271,520 185,692 311,072 263,282 197,526 124,974 93,684 75,447 - - - 744,963 628,486 458,665 
122 107 192 - - - 947 1,069 113 —-:11,246 7,099 8,026 2125315 8,275 8,331 
~ - - 4,45] 3,076 2,110 2,283 1,798 1,324 366 - - 7,100 4,874 3,434 
135275 (607) 3,374 5,305 3,014 6,638 21,833 3,656 2,545 (1,481) 1,054 (96) 38,932 7,117 12,461 
$322,314 $271,020 $189,258 $320,828 $269,372 $206,274 $150,037 $100,207 S 79,429 S 10,131 S$ 8,153 $ 7,930 $803,310 $648,752 $482,891 


§ 60,534 $ 30,888 $ 2,734$ - $§$ - § -  § 19,211 $ 27,946 § 17,681 $ 11,246$ 7,099$ 8,026 $ 90,991 $ 65,933 $ 28,441 
= - - 23,332 11,145 6337) 20311 2,399 2,024 366 - - 44,009 13,544 8,361 

- - - - - - 41,845 28,524 28,577 - = = 41,845 28,524 28,577 

§ 60,534 $ 30,888 $ 2,734 $ 23,332 $ 11,145 $ 6,337 $ 81,367 $ 58,869 S 48,282 $ 11,612 $ 7,099 $ 8,026 $176,845 $108,001 $ 65,379 
(1,481) ~—-:1,054 (96) 

(2,487) (4,922) (5,299) 


(17,461) (17,766) (14,931) 
$155,416 § 86,367 S$ 45,053 


$280,670 $267,825 $187,812$ - $ -  $§ = $127,874 $106,240 $103,596 $ 99,190 $ 57,526 $121,931 $507,734 $431,591 $413,339 
48,291 57,917 38,003 187,616 155,535 154,600 85,119 60,511 30,184 + - 4 - 321,026 273,963 220789 
: : . 2 : : 99,994 29.045 33.669. = = : 29,224 29,245 33,669 


$328,961 $325,742 $225,815 $187,616 $155,535 $154,600 $242,217 $195,996 $167,449 $ 99,190 § 57,526 $121,931 $857,984 $734,799 $669,795 


S 23,250 $ 20,582 $ 16,508 $ 6,120$ 5,958 $ 5,348 $ 20,858 S 18,096 § 13,373 $ 480$  236S$ 281 $ 50,708 S$ 44,872 $ 35,510 


89 § 171 § 83,525 $ 82,116 $ 83,354 


S$ 30,557 S 36,269 $ 44,285 S$ 4,373 S 3,410 S 9,967 $ 45,573 S 42,348 $ 28,931 $ 3,022 $ 


Business segments 


Metals 

Mining, milling, smelting, refining 
and sale of copper, zinc, gold, silver 
and cadmium; production and sale of 
zinc oxide and zinc diecastings 
Fertilizers and chemicals 

Production and sale of ammonia and 
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derivatives forinorganic fertilizers and 
animal feed; purchase of potash, phos- 
phate and agricultural chemicals for 
production of mixed fertilizers and 
resale 

Petroleum 

Exploration, development, produc- 


tion and sale of natural gas, oil and 
condensates 

Corporate 

Corporate operations relate primarily 
to the management and administra- 
tion of cash, short-term securities and 
investments 


lockwise from top left: Oil drilling rig; Ferric cure 

ad construction at Inspiration Copper; Terra 
achine applies liquid fertilizer; Coal washing plant 
f Bailey Mining, Kentucky; “Giraffe” underground at 
antalum Mining; Tungsten prospect in Yukon. 


Canadian Metals Division 


Profile 


The Canadian Metals Division 1s res- 
ponsible for mining and metallurgical 
operations in the Flin Flon - Snow Lake 
area of northern Manitoba, at 
Whitehorse Copper Mines in the Yukon 
and at Tantalum Mining Corporation of 
Canada Limited in southeastern 
Manitoba. Its industrial product 
responsibilities comprise Francana 
Minerals Ltd. in Saskatchewan and 
Zochem and Hudson Bay Diecastings at 
Brampton, Ontario; these operations 
produce detergent-grade sodium sul- 
phate and salt cake, zinc oxide and zinc- 
base diecastings, respectively. 


In the Flin Flon - Snow Lake area, the 
Canadian Metals Division is currently 
operating nine copper-zinc mines, two 
concentrators, one at Flin Flon and one 
at Snow Lake, and a copper smelter and 
zinc refinery at Flin Flon. In addition to 
processing its own mine production, the 
Division treats copper and zinc con- 
centrates purchased from other sources. 


The Division has financial, admini- 
strative, technical and transportation 
personnel in Toronto. All metals are 
sold through the Marketing Division of 
Hudson Bay Mining and Smelting Co., 
Limited; industrial products are sold by 
the Division’s sales staff. 


Production of refined copper, which was 
at a record level, and of zinc increased 
over 1979. Sales volumes were lower 
than in 1979 when sales were made from 
inventory. Improved sales prices, how- 
ever, resulted in an increase in sales 
revenue from metals of approximately 
12%. Production and sales include 
metals from the Division’s Flin Flon/ 
Snow Lake mines and metallurgical 


Senior management 
President: H.S. Schwartz 
Senior Vice-President: J.R. Sadler 


Vice-President - Finance: R.R. Galipeau 
Vice-President - Industrials: D.C. Smith 


plants, Whitehorse Copper Mines and 
purchased concentrates. 

The industrial product operations con- 
tinued to be affected by the slump in the 
automotive market. Francana Minerals 
sold almost all of its production, with 
sales value at record levels. 

Operating earnings of the Division were 
$29.2 million in 1980 compared to $23.8 
million in 1979. 


Flin Flon-Snow Lake operations 

Copper production from all sources 
increased by some 8.6% over 1979 with 
the additional production realized 
mainly through the increased treatment 
of purchased concentrates. Zinc 
production increased by 3.8% with the 
increase coming from both our own 
operations and from purchased sources. 
Precious metal production was also 
significantly higher. 

Mining - Flin Flon area 

In the Flin Flon mine, developmentand 
mining of remnants continued, North 
Main shaft pillar development being 
emphasized. Centennial mine produc- 
tion resumed in March, having been 
halted in November, 1979, when a 
bulkhead failure resulted in a run of fill 
into the mine, and continued through- 
out the year. Production and devel- 
opment were continuous throughout 
1980 at White Lake and Westarm with 
company personnel replacing the White 
Lake mine contractor in April. 

Mining - Snow Lake area 
Development and production con- 
tinued throughout the year at all Snow 
Lake area mines. A shortage of skilled 
miners and tradesmen continues to 
affect production, particularly at Stall 
and Anderson Lake mines; mine devel- 
opment in various projects was also 
affected. 


Vice-President - Technical Development: T.A. O’Hara 


Mining Operations: 


Flin Flon/Snow Lake - Vice-President/General Mgr.: W.K. Callander 
Whitehorse Copper Mines - Vice-President: R.D.B. Linzey 
Tantalum Mining Corporation - Vice-President Operations: C.T. Williams 


Industrial Products Operations: 


Francana Minerals Ltd. - General Manager: R.V. Tomkins 


Zochem - General Manager: D.B. Clark 


Hudson Bay Diecastings - General Manager: R.B. Wark 
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Environmental control 

Environmental licensing procedures 
were completed during the year for all 
operating mines, for two mines under 
development and for the reissuing of a 
licence covering atmospheric emis- 
sions. Increasing emphasis was placed 
on workplace environmentand industrial 
hygiene. 

Major projects 

In the tankhouse the conversion to 
mechanical handling of cathodes was 
completed in October. Construction ofa 
new zinc casting plant is well under way 
with completion scheduled for mid- 
1982.Animproved purification process 
is now being incorporated in the zinc 
leaching plant with commissioning plan- 
ned for mid-1981. Installation of two 
new zinc roaster precipitators is to be 
completed in December, 1981. Surface 
plant construction at the Rod mine 
started early in the year and was nearly 
completed by year-end. Shaft sinking 
will follow in the spring. Shaft sinking at 
Spruce Point started in April and by 
year-end a depth of 334 metres had been 
attained. Work on the Trout Lake 
property started in mid-year and at year- 
end a road and transmission line to the 
site had been completed and 200 metres 
of the main decline had been driven. 
Industrial relations 

Several new employee programs were 
instituted during the year. These were: a 
visiting nurse program; a_ briefing 
procedure to enhance communications 
between management and employees; 
and a technical personnel exchange 
program with a major European mining 
company. As well, the Company 
remains fully committed to its native 
northerner employment program. In- 
creased emphasis was placed on 
employee training with more than 2,150 
employees participating. A continuing 
campaign to improve safety standards 
was also pursued. At year-end there 
were 2,630 employees on the payroll 
compared to 2,497 at the end of 1979. 


Whitehorse Copper Mines 

Higher grade ore resulted in a 35% 
increase in metal production. 

Mining 

Vertical-crater-retreat mining proved 
successful in reducing both dilution and 
secondary blasting to acceptable levels. 
By mid-year the bulk of production was 
from crater stopes. At year-end the 
initial Middle Chief stope was fully 
drilled, and production of ore is 


“Giraffe” underground at Tantalum Mining 


expected early in 1981. 

Administration 

A new collective agreement covering 
1981 and 1982 was ratified by the union 
membership in December. 


Tantalum Mining Corporation 
Production of tantalum pentoxide 
(Ta,0,) was down 10% from that of 1979. 
Concentrate shipments totalled 254,107 
lb of contained tantalum pentoxide with 
63,516 1b remaining in inventory at year- 
end. The Tanco tantalite quoted price 
perlb atyear-end ranged from SUS75.00 
to SUS102.50. 

Plant capacity was increased from 750 to 
1000 tons per day; facilities were 
installed to process dump tailings. 
Mining 

Stope development in the West orebody 
extended mining operations to the 
northwest, and 1,636 feet of develop- 
ment drift was driven to outline low 
grade zones in the Shaft orebody. Most 
of the 7,000 feet of diamond drilling was 
in the West orebodyareainanattemptto 
delineate values in the lower pegmatite. 
During the summer months when the 
concentrator retreated tailings the ore 
mined was stockpiled, in order to main- 
tain the increased mill tonnage during 
winter months. A program of pillar 
recovery is being carried out. 
Concentrator 

Modifications to the gravity plant and 
construction of a froth flotation section 
were completed late in the year. Results 
from the modified circuit have been dis- 
appointing and intensive test work is in 
hand. New office and laboratory facili- 
ties are near completion. 

Exploration 

Diamond drilling totalled 19,137 feet at 
Bernic Lake, 10,759 feet at Lilypad Lake 
in northwestern Ontario, and 732 feet at 
other locations. No major discoveries 
were made. During the year 285 miles 
of geochemistry and geophysics were 
completed, during examination of 17 
properties in seven provinces. 
Administration 

A new labour contract was negotiated 
with the United Steelworkers of 
America valid through March 15, 1983. 


Francana Minerals Ltd. 

Sales of detergent-grade sodium 
sulphate from the Cabri plant were close 
to the productive capacity throughout 
1980. Sales of salt cake from the Alsask 
plant during the last half ofthe year were 
also near the production limit. Overall 
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value of sales was at a record level as 
substantial price increases occurred 
during the year. The cash flow generated 
enabled the company to make a cash 
contribution to its shareholders. 


It is expected that sales levels will be 
maintained at these high levels at both 
plants in 1981. Engineering and cost 
studies for a new, larger facility at Alsask 
to utilize the reserves available will be 
initiated early in 1981. 


Zochem 

Zinc oxide markets were generally 
depressed and consumption in North 
America fell by approximately 20%. In 
spite of this Zochem was able toincrease 
its market share, with sales increasing 
3.6%. Production was approximately 
the same as the previous year. Unit costs 
suffered somewhat due to inflation buta 
small improvement in gross margins 
resulted in a slightly improved overall 
profitability. 


Hudson Bay Diecastings 

Sales of zinc diecastings were lower than 
1979 levels as the slump in the North 
American automotive market continued 
through 1980. The plant operated at 58% 
of capacity during the year with net 
earnings adversely affected by the re- 
duced throughput. Although forecasts 
indicate zinc diecasting use by the 
automotive industry will deeline over 
the next few years, Hudson Bay Die- 
castings is expected to increase its share 
of the market. 


Production from all sources Flin Flon, Snow Lake 1980 1979 c Anodes i 
t 
Refined copper (Ib) 145,013,041 33761602 ons ee 
Slab zinc (Ib) 153,031,226 147,361,249 From HBM&S feed 33,531 35,790 613,071 66,706,813 ‘144,134 
Gold (02) 74,352 63,082 From purchased 
Silver (02) 1,314,619 1,195,931 concentrates includes 
Lead in concentrate (Ib) 1,270,700 901,800 Whitehorse Copper 
Cadmium (Ib) 194,290 194.477 production 39,755 40,640 720,304 79,088,953 : 
Selenium (Ib) 97,000 82,596 Total 1980 13,286, 76,430) 1333-375 145.795.7606 144,134 
Gre rbhition cree acelce hia timer Total 1979 67,463 64,647 1,206,726 134,262,375 127,070 
f Au Ag Cu Zn Whitehorse Copper Mines production 1980 1979 
Mine tons oz/ton  oz/ton % % Z 
: Ore milled (tons) 854,306 914,060 
Flin Flon 665,530 0.035 0.55 1-33 1.89 Ore grade (% Cu) 1.58 115 
Centennial 139,133 0.046 0.72 1.18 2.68 Concentrates produced (tons) 26,145 19,640 
White Lake 62,944 0.028 0.52 2.04 5-39 Copper in concentrate (Ib) 23,651,040 17,494,036 
Westarm 173,055 0.046 0.58 3.20 27 Gold in concentrate (oz) 21,674 15,868 
Total for 1980 1,040,662 0.038 0.58 1.66 2.11. Silver in concentrate (oz) 236,664 168,972 
Total for 1979 1,118,946 0.038 0.64 1.89 2.19 Tantalum Mining Corporation production 1980 1979 
Ore production/Average assays - Snow Lake area Ore milled (tons) 162,212 180,505 
0, 
re A Gi Zn coe. (% Ta,0s) ie oy 
Mine tons oz/ton  oz/ton % % ee peprecesse On») ne 
Tailings grade (% Ta,0s) 0.055 = 
Stall Lake 265,733 0.041 0.25. 458 0.52. Ta,0. produced (ib) 297,512 344,186 
Osborne Lake 182,186 0.006 0.13 2.42 1.01 
Anderson Lake 144,376 0.032 0.21 3.10 0.14 
Chisel Lake 221,316 0.042 1.19 0.42 9.89 
Ghost Lake 21,096 0.036 1.07 0.65 7.91 
Ore reserves 
Total for 1980 834,707 0.032 0.49 2.65 3.253 Au Ag Cu Zn 
Total for 1979 762,835 0028 = 040 727) 403 tons oz/ton oz/ton % 
j % Flin Flon/Snow Lake 
ponceults ior producson Flin Hon, sn0k Toke 1980 1979 AtDecember31,1980* 17,070,400 0.035 0.54 267 28 
Ore milled (tons) 1,875,760 1,874,835 At December 31: 1979 17,455,000 0.037 0.55 2.68 27 
Ore milled (tons/operating day) 7,443 7,469, Whitehorse Copper 
Copper concentrate (tons) 193,858 204,597 Diluted, recoverable: 
Zinc concentrate (tons) 63,926 69,616 At December 31, 1980 1,842,000 - - 1.40 = 
Lead concentrate (tons) 1,051 835 At December 31, 1979 2,311,000 - - 1.50 - 
Tantalum Mining tons Ta205% 
0, a 
ee PCA tae 48% of total copper, 66% of total zinc Proven, probable and possible: 

Pep tes, At December 31, 1980 1,210,000 0.14 
Zinc Refinery Production Zn(Ib) Cd(Ib) At December 31, 1979 1,220,000 0.15 
From HBM&S feed 60,026,938 65,270 Stored tailings: 

From purchased concentrates 93,004,288 129,029 At December 31, 1980 798,000 0.07 
Total 1980 153,031,226 194,290 At December 31, 1979 833,000 0.07 

*Includes 44% of proven reserve of Trout Lake orebody, the percentage 
Total 1979 147,361,249 194,478 interest of Company in Trout Lake joint venture; and average waste 


Zinc inventory was 8,018 tons at year-end 1980, 5,436 tons at year-end 1979. 
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dilution of 20% and average estimated recovery of 91% of diluted tonnage. 


Inspiration Consolidated Copper Company 


Corporate profile 


Incorporated in Maine in 1911, Inspir- 
ation Consolidated Copper Company 
has as its principal business the pro- 
duction and sale of copper from its 
Arizona operations. These include 
several open pit mines, an extensive 
two-stage dump leaching operation, two 
copper concentrators, one with a moly- 
bdenum flotation section, a smelter, 
solvent extraction plant, electrowinning 
and electrorefining tankhouses, rod 
fabrication and sulphuric acid plants. 
The company also smelts copper- 
bearing materials for other producers, 
and owns and operates a silver-bearing 
silica flux mine in Montana. Its explora- 
tion activities, carried out by Inspiration 
Development Company, cover most of 
the western United States. 


The Arizona mines are a number of 
open pits near Inspiration and the 
Christmas open pit approximately 35 
miles southeast of Inspiration. 


Hudson Bay Mining owns 50% of 
Inspiration’s common stock through a 
holding company which is owned 
equally with Minerals and Resources 
Corporation Limited. 


In 1980 Inspiration incurred a loss of 
SUS17.6 million, or $5.38 per common 
share, compared with net earnings of 
SUS7.4 million, or $2.34 per share, in 
the previous year. Principal factors con- 
contributing to the disappointing results 
in 1980 includea 115-day strike following 
the expiration of labour contracts on 
June 30, production problems, interest 
costs on increased borrowings and 
higher depreciation charges. 


Senior management 


Despite the poor financial results in 
1980, several achievements are worthy 
of note. 


Inspiration’s patented ferric cure leach 
system was put into operation in late 
June, less than five months after the 
start of construction. The SUS16 million 
project which was ahead of schedule and 
under budget includes new facilities 
and extensive tankhouse modifications. 
The system is an innovative means of 
producing leach solutions quickly and 
with high recovery rates from ores 
containing copper oxide minerals and 
chalcocite. It is integrated with the new 
SUS14 million solvent extraction plant 
which was completed in October, 1979. 
The implementation of the ferric cure 
project has resulted in substantial up- 
grading of the leach solution. 


The initial stages of modernization of 
the concentrator at Inspiration were 
completed by the fourth quarter. Sub- 
stantial improvements in copperrecovery 
have already been achieved due to the 
greater efficiency of the new flotation 
equipment and improved metallurgical 
control. The flotation circuit will be 
optimized during the first quarter of 1981. 
Other benefits already apparent include 
a cleaner working environment. Mod- 
ernization rather than new construction 
has beena great success and has resulted 
in the much quicker and less expensive 
replacement of antiquated equipment. 


Further engineering has been carried 
out on the smelter project which is 
designed to bring the smelter into full 
compliance with the ambient air quality 
and sulphur dioxide emission regula- 
tions at designed plant capacity. Efforts 


President and Chief Executive Officer: P. Steen 
Vice-President and General Manager: J.B. Winter 
Vice-President, Administration, and Secretary: R.F. Morison 


Vice-President, Finance: M.B. Smith 


Assistant Vice-President, Finance, and Treasurer: G.W.D. Petrie 


Assistant General Manager: J.J. Ellis 


to comply with air quality regulations 
have resulted in production curtail- 
ments in recent years. Some elements of 
the project are in an accelerated phase: 
crushing, screening and handling of 
secondary material; modernization of 
process control instrumentation; and 
modifications to one Hoboken con- 
verter. A key part of the project lies in the 
modification of the converters to a 
design conceived by Inspiration staff. 


The basic vessel will be modified sub- 
stantially and sophisticated gas cleaning 
and draft control equipment added to 
ensure efficient operation with mini- 
mum release of fugitive emissions. 
Patent application has been filed for the 
new converting unit. 


Salaried staff participated in produc- 
tion and maintenance activities during 
the strike period. Work by outside 
contractors was, for the most part, 
uninterrupted by the strike. In addition, 
through open market purchases the 
company was able to satisfy most cus- 
tomers’ needs for copper during the 
strike period: Inspiration was the 
second U.S. copper producer to reach a 
settlement with the unions on economic 
issues. 


Involvementincommunity-related pro- 
jects includes development of a sub- 
division near the Arizona operations 
which will make quality housing avail- 
able to employees and other residents 
of the area. Inspiration will recover 
the costs of development through land 
sales. Revision of the health care 
delivery system at the Inspiration- 
sponsored hospital allows freer choice 
of physicians by employees and has all 
but eliminated employee grievances 
and complaints. 


The Black Pine mine in Montana re- 
mained profitable despite declining 
silver prices. The planned expansion 
from 6,000 tons of ore per month to 
17,000 tons per month did not materi- 
alize because of a strike at the nearby 
Anaconda smelter to which ore was 
shipped, followed by a decision by 
Anaconda to shut down the smelter per- 
manently. Black Pine ore is now being 
shipped to the Inspiration smelter and 
other alternatives are being considered. 
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Ferric cure pad construction at Inspiration Copper 


Production 
1980 1979 
Inspiration mines (in thousands) 
Ore (tons) LOMQ7 6,105 
Waste (tons) 12,062 19,810 
Total ore and waste (tons) 22,189 23915 
Average grade of ore mined (% Cu) 0.546 0.770 
Christmas mine 
Ore mined (tons) 1,292 920 
Waste removed (tons) 4,011 2,461 
Total ore and waste (tons) 5303 3,381 
Average grade of oré mined (% Cu) 0.687 0.854 
Inspiration and Christmas concentrators 
Milled (tons) So! UI 6,969 
Concentrate produced (tons) 106 109 
Copper produced. 
Inspiration mill (1b) 395 15 43,744 
Christmas mill (Ib) 135153 12,336 
Leaching (Ib) 37,143 42,964 
Total (Ib) 89,811 99,044 
Smelter and acid plant 
New metal-bearing material treated: 
Company production (tons) 104 111 
Toll material (tons) 170 292 
Total treated (tons) 274 403 
Total copper cast 82 132 
Sulphuric acid produced (tons) 176 233) 
Refinery 
Total cathodes (1b) 81,623 92,166 
Rod plant 
Rod (1b) 74,582 102,656 
Crop bar (Ib) 2,184 1,944 
Total copper (Ib) 76,766 104,600 
*includes, 5,944 tons of ferric cure material 
Sales of copper 
Product delivered (lb) 138,235 93 707 
Average price per lb of cathode copper 99.63¢ 88.85¢ 
Dry short tons Grade 
Ore reserves (in thousands) (% Cu) 
Copper ore reserves at: 
Inspiration area mines 236,760 0.58 
Christmas open pit mine 11,613 0.62 


Estimated mineable ore reserves at the Black Pine mine at December 31], 
1980, were 1,809,000 tons of ore with a grade of 0.45% copper and 5.85 oz of 
silver per ton. 


Open pit operations at Inspiration Copper 


Terra Chemicals International, Inc. 


Corporate profile 


Terra Chemicals International, Inc., is 
primarily engaged in the marketing ofa 
full line of chemical fertilizers and crop- 
protection chemicals. The chemical 
fertilizers sold are nitrogen, phosphate 
and potash products. Crop-protection 
chemicals include herbicides, pesti- 
cides and fungicides. The company also 
sells nitrogen animal feed ingredients 
consisting of urea products to feed 
manufacturers. 


Terra markets its products at both the 
retail and wholesale levels. Through a 
network of nine retail regions consisting 
of nearly 100 retail farm service centres 
in the Midwest, South and Southwest 
of the U.S., the company sells fertilizer, 
crop-protection chemicals, seed and other 
farm products directly to the farmer. 
Equipment and services required for 
application ofsuch fertilizers and chemi- 
cals are also offered. Wholesale market- 
ing of produced and purchased nitrogen 
products, phosphates and potash to 
dealers, distributors and manufacturers 
extends throughoutthe midwestern and 
southwestern United States. Three 
wholesale regional offices are located in 
Iowa, Illinois and Texas. 


The company manufactures nitrogen 
products and nitrogen feed ingredients 
at its chemical production complex 
located near its headquarters in Sioux 
City, Iowa. Manufacturing facilities 
owned in partnership at Woodward, 
Oklahoma, produce ammonia, nitrogen 
fertilizer solutions and urea liquor. Terra 
also purchases other chemical fertilizers 
and crop-protection chemicals from 
other producers for resale. 


Senior management 


Net earnings totalled SUS10.3 million 
(S1.70 percommon share after preferred 
dividends), up from $US2.7 million (29 
cents per common share after preferred 
dividends) for 1979. Net sales were a 
record $US299.0 million, up from 
SUS254.1 million in 1979. 


The 1980 earnings were the company’s 
highest since 1976. Improved company 
operations, strong demand for most of 
the company’s products and more 
favourable selling prices all contributed 
to the substantial earnings increase. 


Payment of quarterly dividends at 10 
cents per share of common stock was 
resumed following the second quarter of 
1980 as a result of improved perfor- 
mance. Payment of dividends on 
common stock had been discontinued 
following the first quarter of 1979. 


Higher fertilizer margins were the major 
factor in earnings improvement. Increa- 
sed sales and improved gross margins of 
crop-protection chemicals contributed 
as well. A reduction in fertilizer volumes 
and an increase in selling, general and 
administrative expenses partially offset 
these gains. 


The financial condition of the corpora- 
tion remained strong. Working capital at 
December 31 was SUS64 million, com- 
pared with SUS53.7 million in 1979. 
Assets were SUSI60 million and 
common shareholders’ equity SUS55 
million. The ratio of current assets to 
current liabilities was 2.3 to 1, and the 
book value per common share was 
$10.33. Cash balances, net of short-term 
borrowings, increased by SUS7.3 
million in 1980, compared with an 
increase of SUSS5.1 million in 1979 and 
one decrease of SUS1.8 million in 
1978. 
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Vice-President - Wholesale Sales: J. A. Skinner 
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During 1980, capital expenditures were 
principally related to the replacement 
of existing capital resources and the in- 
stallation of equipment for energy conser- 
vation at the company’s manufacturing 
facilities. 


A steady improvement in return on 
common shareholders’ equity has been 
a major objective in the company’s long- 
range planning. In 1980, the return on 
common shareholders’ equity impro- 
ved to 19% from only 3% in 1979. 


The company is reorganizing the corpo- 
ration to improve financial control and 
to provide better communications, more 
aggressive marketing with quicker re- 
sponse to opportunities and clearer lines 
of direction, while encouraging entre- 
preneurship at the retail plant level. 
Considerable progress was made in the 
reorganization during 1980. 


To provide increased support to the 
marketing function and to improve co- 
ordination of product sourcing with 
increased ability for obtaining cost 
advantages, the supply and distribution 
function was integrated with the manu- 
facturing function. 


Production from the Port Neal manufac- 
turing facility exceeded half a million 
tons, a manufacturing record. Total ferti- 
lizer storage capacity throughout the 
distribution system was increased by 
34,500 tons, and the purchasing of crop- 
protection chemicals was centralized at 
the corporate office. 


The company accounting function was 
centralized and restructured into corpo- 
rate, retail, financial analysis and manu- 
facturing accounting groups. Regional 
accounting and credit field offices have 
been established to assist retail managers. 


The strategy of the wholesale division is 
to increase market share in those areas 
adjacent to the source of product, with 
development of the southwestern market 
as a major objective. During 1980, this 
division increased Terra’s share of the 
nitrogen solution market within a 200- 
mile radius of the Woodward, Oklahoma, 
manufacturing location by 4%. 


Stored feed urea at Terra’s Port Neal complex 


Total wholesale customers increased by 
more than 100. Wholesale fertilizer sales 
in 1980 totaled SUS55.3 million, up from 
SUS46.2 million in 1979. Feed urea sales 
were SUS12.6 million, compared with 
SUS10.6 million in 1979. 


With the objective of improving the effi- 
ciency and market position of retail 
operations, the retail marketing function, 
previously operated through four retail 
districts, has been restructured into nine 
retail regions to permit managers to con- 
centrate on operations and sales efforts 
in their geographic areas. Centralized 
support is provided through the three 
strategically located retail accounting 
offices and credit field offices at five 
locations to provide accessibility for 
retail locations. Retail sales for the year 
increased 17% over 1979 sales. 


The company is committed to a strong 
service and professional management 
program. In line with the company’s 
strategy to differentiate Terra’s retail 
group from industry competitors, a 
product services group has been estab- 
lished to provide support in identification 
and promotion of product and service 
innovations, development of marketing 
programs and technical assistance to 
managers and their farmer customers. 
A training program for retail plant man- 
agers is designed to lead to professional 
certification, with the objective of in- 
creasing technical knowledge and skill 
for better serving the farmer. 


Terra continues to emphasize asset 
management, particularly in the retail 
operations. 


During 1980, considerable progress was 
made in providing better cost and opera- 
ting information to plant managers, as 
well as timely data for corporate analy- 
tical purposes, through installation of 
new computer hardware and staffing of 
the information systems group. A 
computer network is being developed 
throughout the organization. 


The company is investigating several 
opportunities in fertilizers. 


Francana Oil & Gas Ltd. 


Corporate profile 

Francana Oil & Gas Ltd., a publicly-traded company in which 
Hudson Bay Mining owns a controlling interest, is directly 
engaged in the exploration forand development of crude oiland 
natural gas reserves, the production and sale of crude oil and 
natural gas liquids, and the production, treatment and sale of 
natural gas in Canada. Through a controlled subsidiary, Trend 
International Limited, and Trend’s wholly-owned subsidiary, 
Trend Exploration Limited, Francana conducts exploration 
and producing operations in the United States, Canada, 
Indonesia and other overseas areas. During 1980, Francana 
completed a reorganization whereby it acquired the assets and 
business of Canadian Merrill Ltd. and became listed on the 
American Stock Exchange. 


Consolidated net earnings for 1980, including the net gain of 
$11.8 million (91 cents per share) on the sale of the Douglas 
Creek Arch gas properties located in Western Colorado 
amounted to $32.7 million (S2.51 per share) compared to $15.7 
million ($1.21 per share) in 1979. The proceeds of the sale were 
used to retire $20.2 million, or all of the company’s debt, and 
the balance was added to working capital. 


Consolidated gross revenue for 1980 increased to $150.0 million 
from $100.2 million for 1979, and the after-tax cash flow, 
including the $32.5 million proceeds on the sale of the gas 
properties, increased to $89.4 million from $45.3 million. 


Contributions to consolidated gross revenue, net earnings and 
after-tax cash flow from Francana’s Canadian operations and 
from Trend’s United States, Canadian and Indonesian opera- 
tions are given in an accompanying table. 


The increased revenue and earnings resulted primarily from 
higher prices for crude oil in Indonesia and natural gas in 
Canada. From a financial perspective, these price increases 
more than offset the reduced levels of Indonesian crude oil 
production resulting from normal reservoir decline and of 
Canadian natural gas production resulting from reduced 
demand for natural gas. 


Senior management 

Francana Oil & Gas Ltd. 

Chairman and Chief Executive Officer: V. Van Sant, Jr. 
President and Chief Operating Officer: R.A. Wasteneys 
Senior Vice-President, Operations: N.A. Knowles 
Vice-President, Exploration: E.W. Hayes 

Vice-President, Corporate Development: S.N. Inbusch 
Vice-President, Finance: G.B. Padley 

Administrative Vice-President and Secretary: A.J. Williams 
Trend Exploration Limited 

Chairman: R.A. Wasteneys 

President and Chief Executive Officer: J. Debray 
Executive Vice-President: R.A. Halpin 

Senior Vice-President, Corporate Development: H.J. Davis 
Senior Vice-President, Exploration: E. Hardman 
Vice-President, Engineering: D.W. Martin 

Vice-President, Geology: J.L. Redmond 
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Production and sales 

Francana’s 1980 Canadian crude oil and natural gas liquids sales 
amounted to 1,217,000 barrels (3,325 bpd) compared to 
1,119,000 barrels (3,066 bpd) in 1979. These figures include 
Trend’s Canadian sales of 134,000 barrels (366 bpd) in 1980 and 
135,000 barrels (370 bpd) in 1979. Trend’s 1980 United States 
crude oil and natural gas liquids sales amounted to 363,000 
barrels (992 bpd) compared to 361,000 barrels (989 bpd) in 
1979. 


Gross crude oil production from the Salawati Basin in 
Indonesia, which Trend operates and in which it holds a 27% 
working interest, was 19,683,000 barrels (53,779 bpd) in 1980 
compared to 22,456,000 barrels (61,523 bpd) in 1979. Trend’s 
net share of this production after all deductions, was 
1,668,000 barrels (4,557 bpd) in 1980 and 2,007,000 barrels 
(5,492 bpd) in the previous year. The lower production rate 
reflects the normal decline of these reservoirs and the opera- 
tion of the production sharing contract between Trend and 
Pertamina, the Indonesian national oil company. 


Natural gas sales in Canada amounted to 15,038 million cubic 
feet (41.1 mmcfd) compared to 18,051 million cubic feet (49.5 
mmcfd) in 1979. These figures include Trend’s Canadian sales of 
302 million cubic feet (0.8 mmefd) in 1980 and 363 million 
cubic feet (1.0 mmcfd) in 1979. The lower sales reflect market 
curtailments imposed by the major gas purchaser. Trend’s 1980 
United States natural gas sales amounted to 1,415 million cubic 
feet (3.9 mmcfd) compared to 1,460 million cubic feet (4.0 
mmcfd) in 1979. 


The average prices received by Francana during the year for 
Canadian crude oil and natural gas were $15.20 per barrel and 
$2.35 per thousand cubic feet compared to $12.58 per barrel and 
S1.76 per thousand cubic feet in 1979. The United States average 
prices were SUS19.21 per barrel and $1.87 per thousand cubic 
feet compared to SUS13.25 per barreliand $1.32 per thousand 
cubic feet and the average price in Indonesia was SUS32.36 per 
barrel and SUS18.26 per barrel in 1979. 


Consolidated capital expenditures for 1980 amount to 
$59.0 million compared to $42.3 million in 1979. Expenditures 
for land acquisition and retention, geological and geophysical 
work, and drilling and production equipment were $20.5 
million in Canada; $US27.5 million in the United States and 
SUS2.7 million in Indonesia and other international areas of 
activity. Assuming that the economic returns in Canada remain 
as outlined in the National Energy Program, described below, 
Francana intends to concentrate its 1981 capital expenditure 
program in the United States and internationally. The company 
has reduced its estimated 1981 Canadian expenditures by 
approximately 35% to $27.5 million while proposing to spend 
SUS41.1 million in the United States and SUS8.6 million 
internationally. 


The National Energy Program 

On October 28, 1980, the federal Government of Canada 
introduced its budget and National Energy Program. These 
proposals did not affect 1980 results, but will reduce cash flow 
and earnings from Canadian operations beginning in 1981. 
Canadian operations will be affected significantly by the 
Petroleum and Gas Revenue Tax, the phasing-out of the earned 
depletion allowance and the absence of immediate well-head 
price increases. Since Francana Oil has a relatively minor 
acreage position on “Canada Lands” (lands outside the 
provinces and in the offshore areas of Canada) it will not be 
severely penalized by the Crown’s right to “back-into” 25% ofall 
such acreage. The effect of these proposals could be to reduce 
projected cash flow approximately 30% while increasing the 
effective tax rate on income to more than 80%. Further, strict 
parameters limit the future incentive payments, employed asa 
substitute for the earned depletion allowance, principally to 
Canadian owned and controlled companies, thereby denying 
these benefits to Francana. In the extreme case of Saskatchewan 
crude oil production, the combination of the National Energy 
Program proposals and the existing high level of provincial 
royalty does not allow a return to the producer sufficient to 
cover simple operating costs. Until the federal and provincial 
governments negotiate a revenue-sharing agreement which 
allows a return to the producer sufficient to justify the costs and 
risks associated with exploration and development, Francana 
will continue to concentrate on non-Canadian opportunities. 
The investment in Canada will be sufficient only to maintain the 
current position and explore for and develop the very best 
prospects. 

Francana’s overall corporate objective is to maintain three areas 
of operation: Canada through Francana; the United States 
through Trend Exploration Limited, a wholly-owned subsidiary 
of Trend International; and international through Trend 
International Limited, with the flexibility to shift both capital 
and personnel among the major areas as geological, economic 
and political factors favour one or more of the areas. 


Contributions to consolidated gross revenue, net earnings and 
after-tax cash flow from Francana’s Canadian operations and from 
Trend’s United States, Canadian and Indonesian operations. 
After-tax 
(S million) cash flow 


Gross revenue Net earnings 


1980 1979 1980 1979 1980 1979 
BS .48 Ss iS: 9 5 $230 $21.0 


Francana (Canada only) 
Trend (before minority 


interest) OF O98 ea bay) 13399) 0° 24.3 
Gain on sale of gas 
properties 32.7 - 11.8 See 3205 - 


$150.0 $100.2 $ 42.2 $ 22.6 $89.4 $45.3 


Minority interest in 
Trend 95 6.9 


S327 Slot 


Reserves 
Francana’s estimated reserves, before royalties and mineral 
taxes, at year-end, including all of Trend’s estimated reserves, 


were: 
Oil and natural gas liquids Natural gas 
(thousands of barrels) (million cubic feet) 


1980 1979 1980 1979 
Canada 
Proved LOA21 11076 183,370) 189,755 
Probable 123342 122785 43,417 63,652 


22,463 23,861 226,787 253,407 


United States 


Proved 2,181, 2.433 19,685 39,386 
Indonesia 

Proved 8,889 9,078 - - 
Total 34.139 35,372 246,472 292,793 


Included in the Canadian totals are 1,065 thousand barrels (1,660 thousand 
barrels in 1979) and 6,035 million cubic feet (7,417 million cubic feet in 1979) 
attributed to Trend’s operations. The sale of the Douglas Creek Arch proper- 
ties reduced the United States natural gas reserves by 26,482 million cubic feet. 


Acreage 

At December 31, 1980, Francana, including Trend, held direct 
interests in 19,782,821 grossand 2,765,921 netacres distributed 
as follows: 


Gross acres Net acres 
Canada 

Western Canada 1,989,914 711,027 
Territories and Arctic Islands $37,136 42,833 
East Coast Offshore 494,687 74,064 
3020/37. 827,924 

United States 
Gulf Coast 169,284 80,305 
Mid Continent 32,613 19,033 
Rocky Mountain 1,437,926 626,886 
Other 28,981 2522 
1,668,804 728,746 

International 
Indonesia 247,104 22,745 
North Sea 25,176 906 
Paraguay 14,820,000 1,185,600 
15,092,280 1,209,251 
Total 19,782,821 2,765,921 
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Exploration 


Hudson Bay Exploration and 
Development Company Limited 


Corporate profile 


Hudson Bay Exploration and Develop- 
ment Company Limited is a wholly- 
owned subsidiary of Hudson Bay Mining 
and Smelting Co., Limited, established 
to do mineral exploration work in 
Canada on behalf of the parent company. 
Exploration offices are situated at Flin 
Flon, Manitoba; Toronto, Ontario; 
Vancouver, B.C.; Whitehorse, Yukon; 
Thunder Bay, Ontario; and Val d’Or, 
Quebec. 


Hudson Bay Exploration and Develop- 
ment Company Limited explored in 
1980 for its own account in Manitoba, 
Saskatchewan, Yukon, New Brunswick 
and Nova Scotia and participated with 
Anglo American Corporation of Can- 
ada Limited and Tombill Mines Limited 
in joint venture exploration programs 
in British Columbia, Yukon, Ontario 
and Quebec and in the Athabasca ura- 
nium area of Saskatchewan. Surface ex- 
ploration diamond drilling totalling 
89,381 feet in 208 holes was done to test 
164 geophysical anomalies and to inves- 
tigate further several mineralized zones; 
8,842 feet were drilled by Manitoba 
Mineral Resources Ltd. (MMR) and 
Saskatchewan Mining Development 
Corporation (SMDC) on projects in 
which Hudson Bay Exploration holds 
participating interests. Airborne elec- 
tromagnetic and magnetic surveys were 
flown using the company-owned EM-30 
system for a total of 17,307 miles over 
several areas in Saskatchewan, Manitoba, 
Ontario, Quebec and New Brunswick. 


Options were taken by the company on 
16 properties during 1980, and at year- 
end 33 options were retained in good 
standing. Including the options, the 
company controls 1,436,869 acres in 
claim blocks, mineral reservations and 
exploration permits. 


Senior management 
President: J.B. Howkins 
Vice-President: P.L. Martin 


Tungsten prospect in Yukon 


At the Tom lead-zinc-silver property 
(now Tom Valley project) near MacMillan 
Pass on the Yukon - N.W.T. boundary, 
work was started on a three-year, $10 
million, exploration program. The 
program entails underground explora- 
tion and delineation of the deposit, 
metallurgical testing and climatic and 
environmental studies. The initial work 
included 6,371 feet of fill-in drilling from 
surface and underground and construc- 
tion of a new camp and portal in 
preparation for the start of a declined 
exploration adit. 


On a property optioned from Risby 
Tungsten Mines Ltd. and located near 
Ross River, Yukon, a drilling program 
continued to test a tungsten-bearing 
skarn zone located by previous work. 
The zone has been tested along 1,200 
feet of strike length and to a vertical 
depth of 800 feet. It is still open at depth 
and will be further explored in 1981. 


On the property south of Reed Lake in 
Manitoba, which is being explored 
under a joint venture agreement with 
MMR, drilling was concluded on the 
Sylvia copper-zine deposit. This drilling 
has outlined two parallel-plunging zones 
of better-grade material to the deepest 
effective drilling depth of 1,900 feet 
vertically below surface. These zones 
contain adrill-indicated diluted tonnage 
of 1,000,000 tons at a grade of 2.4% 
copper and 0.8% zinc. A study into the 
economic viability of these deposits is 
proposed for 1981. 


An option agreement was signed with 
Nor-Acme Gold Mines Limited on a 
former gold-producing property at Snow 
Lake, Manitoba. Under the two-year 
option agreement Hudson Bay Explora- 
tion will carry out deep drill exploration 
on the main zone and study the feasibility 
of mining a shallower subsidiary zone 
estimated to contain 445,000 tons at a 
grade of 0.133 ounces of gold per ton. 


The 1981 budget controlled by Hudson 
Bay Exploration totals $7.77 million, 
including $1,268,000 to be contributed 
by other participants in shared pro- 
grams. Approximately 60% of the total 
exploration budget will be spent in the 
Flin Flon - Snow Lake area, 25% in B.C. 
and Yukon and 15% in Eastern Canada. 


Inspiration Development Company 


Corporate profile 


Inspiration Development Company is 
a wholly-owned subsidiary of Inspira- 
tion Consolidated Copper Company, 
formed for the purpose of carrying out 
exploration for ore deposits, mainly in 
the United States. Offices are main- 
tained at Claypool, Arizona; Grand 


Junction, Colorado; Reno,Nevada; and 


Spokane, Washington. 


Inspiration Development Company 
was active inall westernstates ofthe U.S. 
and in Alaska. 


Work ona tungsten deposit in California 
continued to provide encouragement 
and fifty-two diamond drill holes have 
been completed with an aggregate 
footage of 31,343 feet. Drilling has 
outlined a tungsten skarn deposit with 
by-product values in copper, silver and 
zinc. Samples from this deposit have 
been submitted for metallurgical tests 
and when the results are available 
further studies into the economic via- 
bility of the deposit will be undertaken. 


Exploration continued at the Ima mine 
in Idaho, a vein-type occurrence of 
tungsten with by-product values in silver, 
molybdenum, copper, lead and zinc. 
Nine diamond drill holes totalling 8,311 
feet were completed, and two new veins 
have been discovered. Further diamond 
drilling is planned for 1981 and metal- 
lurgical studies will be undertaken. 
Provided that results are satisfactory, 
examination of the economic feasibility 
of mining from existing workings will 
be studied. 


Also in Idaho, drilling and metallurgical 
testwork continued at the Bayhorse 
project which is a stratabound fluor- 
spar occurrence with associated lead, 
silver and zinc values. Rotary drilling 
amounted to 5,425 feet and included 
nine holes and two water well holes. A 
total of 3,295 feet of diamond drilling 
was completed in 15 exploration holes 
and two mill site test holes. Samples 


Senior management 
President: J.B. Howkins 
Vice-President: J.G. Kuhn 


were also collected from underground 
workings for metallurgical tests. When 
the results are available studies of 
economic viability will be undertaken. 
Drilling was also carried out on two 
additional properties located near 
Bayhorse. 


A silver-bearing quartz vein at the 
abandoned Sanger mine in south- 
western Nevada was tested by four 
diamond drill holes totalling 1,983 feet 
and six percussion holes totalling 1,510 
feet. The results indicated the vein is 
persistent along 1,200 feet of strike. It is 
recommended that the old workings be 
rehabilitated and exploration by under- 
ground development be undertaken 
during 1981. While it is unlikely that this 
deposit will contain a large tonnage, 
there isa possibility ofasmall high grade 
silver deposit being outlined that is well 
located with regard to available milling 
capacity. 


An active program of exploration is 
planned for 1981 and a budget of 
USS6,000,000 has been approved. Metal- 
lurgical testing will continue on the 
mineralization from three deposits and, 
if satisfactory results are obtained, eco- 
nomic feasibility studies will be under- 
taken. The Copper Flat property in New 
Mexico was leased some years ago to 
Quintana Minerals and that company 
has announced plans to place the prop- 
erty in production. Inspiration has re- 
tained a royalty interest and may begin 
to receive payments when production 
begins in 1982. 


Ima project in Idaho 


Supplementary information on inflation (unaudited) 


Inflation is the decline in the purchasing power of money. All of 
the Company’s activities are affected by it. 


Metals 


Inthe shorter term, metal prices are more sensitive to supply and 
demand factors than to inflation. In the last five years, unit costs 
of production have included steadily rising labour and energy 
costs. Current replacement cost of productive mineral proper- 
ties and metallurgical plants is much higher than the cost of 
existing facilities, some of which have been in operation for 
fifty years. Earnings have not been recalculated onacurrent cost 
basis as we believe present reporting experiments by the 
accounting profession are inconclusive and of limited value for 
companies in the natural resource industry, and could be 
misleading. 


The following operating statistics present information with 
respect to the reserves, production and selling prices of the 
Company’s Canadian mining operations over the last five years 
and are intended to assist in assessing the performance of the 
Company in an inflationary environment. 


1980 1979 1978 1977 1976 
Proven ore reserves at end of year: 
Tons (millions) 18.3 19.0 17.0 is) J EF eS) 
Copper grade - percent 2.58 2.58 2.76 2.15 2.66 


Zinc grade - percent 2.8 Deal Dey 27. 29 


Gold grade - oz per ton 0.035 0:037—. 0.037 77 .0:036 = 0,035 
Silver grade - oz per ton 0.54 O55) 0.40 0.53 0.55 
Tons reserves acquired (millions) 2.5 1.5 - - - 
Tons ore mined (millions) 2.4 25 1.8 1.8 1.6 
Metal produced from Company mines: 
Copper - millions pounds 82.5 77.8 70.2 68.4 60.2 
Zinc - millions pounds 59.9 57.4 63.9 64.7 52.1 
Gold - thousands ounces 50.2 47.8 ALS 43.4 38.4 
Silver - thousands ounces T1038 1664 “671 1 71602" 6195 
Average Sales price: 
Copper - cents/Ib - actual 114.8 105.4 71.8 64.5 63.7 
= base 1976 ‘81.2 82.1 61.0 SOT, 63.7 
Zinc - cents/Ib — actual 42.8 41.8 33.4 B57 36.9 
-base 1976 30.3 32.6 28.4 3301 56.9 
Gold - dollars/oz - actual TVS-58> 343.92) 210:417 6014) 12023 
- base 1976. 505.93 267.83 178.82 148.29 120.23 
Silver - dollars/oz - actual 2428 2.12:53 6.18 4.96 4.29 
-base 1976 =17.17 9.76 9.25. 4.59 4.29 


Petroleum 


During the last five years petroleum operations in the U.S. and 
Indonesia were favourably affected by OPEC price escalations 
much beyond the general inflation level. The weighted average 
price of Indonesian crude oil has recently reached $30 per bblin 
terms of average 1976 dollars compared to an average 1976 price 
of $12.60 per bbl. Canadian performance has been handicapped 
by governmental control and participation in pricing. In late 
1980, this government involvement expanded with the intro- 
duction of the National Energy Program which places further 
limitations on future product pricing and imposes additional 
taxes. 
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Fertilizer 


For the first time since 1974, Terrain 1980 experienced increases 
in fertilizer selling prices that outpaced cost increases and re- 
sulted ina significant increase in pre-tax earnings. The manufac- 
turing operations continued to face cost increases attributable 
to escalating energy costs. Furthermore, with the significant 
expansion of its revenues, Terra has faced increased working 
capital requirements. 


Liquidity 

Working capital over the last three years has exceeded normal 
requirements as a result of the sale of potash mining assets in 
1977, and it increased again in 1980 from the sale of certain 
natural gas properties and the sale of the Rosario shares. A con- 


siderable amount has been invested in mining and petroleum 
assets over this period. 


As there could be a cost associated with holding this level of 
liquidity management is pursuing strategies that maintain a bal- 
ance between an appropriate level of liquidity to withstand the 
cyclicality of certain of the Company’s operations and being in 
a position to take advantage of investment opportunities. 


Supplementary petroleum information 


The Securities and Exchange Commission (SEC) ofthe United 
States requires disclosure of the following supplementary 
financial and other information relating to oil and gas activities. 
The Company’s petroleum operations are carried out by a58%- 
owned subsidiary, Francana Oil & Gas Ltd. Francana follows 
the full cost method of accounting for oil and gas properties 
which is consistent with current SEC requirements. 


Selected cost and revenue information 


United 
1980 Canada States Indonesia 
Capitalized costs S 142,843 S$ 63,060 S 64,029 
Accumulated depreciation 
and depletion 43,416 11,559 38,226 
Property acquisition costs 3,397 6,924 ~ 
Exploration costs 10,152 18,146 PBS 
Development costs 6,428 8,401 2,449 
Production (lifting) costs 6,450 2,486 10,162 
Depreciation and depletion 
provisions 10,003 4,590 5,941 
Depreciation and depletion 
per equivalent barrel produced 2.70 8.02 3.56 
Net revenues from developed 
reserves 28,518 7,468 $2,923 
1979 
Capitalized costs S$ 121,858 S 47,261 S 58,686 
Accumulated depreciation 
and depletion 33,406 9,904 32,479 
Property acquisition costs 6,315 1,730 - 
Exploration costs 9,148 4,899 166 
Development costs 8,346 8,823 2,220 
Production (lifting) costs 5,354 1,796 8,491 
Depreciation and depletion 
provisions 8,616 2,829 5,805 
Depreciation and depletion 
per equivalent barrel produced 2.00 5.04 2.91 
Net revenues from developed 
reserves 25,824 4,557 34,676 
1978 
Capitalized costs § 89,115 S$ 35,789 S$ 61,085 
Accumulated depreciation 
and depletion 21,346 8,003 30,030 
Property acquisition costs 4,687 1,071 - 
Exploration costs 6,212 4,533 - 
Development costs 6,698 1,611 2,869 
Production (lifting) costs 3,937 1,364 7,524 
Depreciation and depletion 
provisions 5,727 2,023 4,901 
Depreciation and depletion per 
equivalent barrel produced 1.81 Tigo: 2.82 
Net revenues from developed 
reserves 18,482 4,008 29,213 


e Capitalized costs and related accumulated depreciation and 
depletion are as at year-end. 

e All other data relate to the year indicated. 

e Cost data include costs capitalized and expensed. 

e Capitalized costs relating to producing operations are depre- 
ciated and depleted using the unit-of-production method based 
on estimated proven reserves. For this calculation, natural gas 
reserves and production are stated in equivalent barrels of crude 
oil based on relative net sales value. 

e Net revenues are after royalties and production costs but 
exclude depreciation, depletion and interest costs. 


Selected estimated reserve information (unaudited) 


Canada United States Indonesia 
Crude _ Natural Crude_ Natural Crude 
oil gas oil gas oil 
December 31, 1977: 
Proved reserves 16,563 318,409 2,372 168,841 14,063 
Proved and developed 161272 7308,293 2,300 67,047 14,063 
1978: 
Revisions of previous 
estimates (815) (110,790) 254 (66,869) 1,356 
Extensions, discoveries 
and other additions 1,933 13,145 234 DADE) - 
Production (1,048) (14,451) (423) (1,181) (2,506) 
December 31, 1978: 
Proved reserves 16,633 206,313 DASH oe O29 Gay. 22913 
Proved and developed 16,513 187,686 2.282 30,018 W913 
1979: 
Revisions of previous 
estimates (4,907) (19,658) (217) (68,835) (1,873) 
Extensions, discoveries 
and other additions 4690 21-151 $74 6,765 45 
Production (111.9) (18,051) G61) (1,460) @,007) 
December 31, 1979: 
Proved reserves 1107627 189,759 DA33 7 39386 9,078 
Proved and developed 10,946 189,755 2.067 (228.507 9,078 
1980: 
Revisions of previous 
estimates 238 (7,298) (635) (818) 1,479 
Extensions, discovertes 
and other additions 24 fey 1,052 9,014 ~ 
Production (1,217) (15,038) (363) 9Ce415)27 (1,668) 
Sale of reserves in place - - - (26,482) - 
December 31, 1980: 
Proved reserves LOND 183.370 2,787 19,685 8,889 
Proved and developed 10121 — 183-370 1,921 14,772 8,889 


e@The above table shows continuity of proved reserves of crude oil (thousands 
of barrels) and natural gas (millions of cubic feet) from December 31, 1977 
through December 31, 1980 and includes proved and developed reserves as 
at each year-end. All reserve data are before royalties and mineral taxes. 
Indonesian reserves represent an entitlement to gross revenues in accordance 
with the production-sharing contract. 


Proved reserves are estimated quantities of crude oil, natural gas 
and natural gas liquids which have been demonstrated, with 
reasonable certainty, to be recoverable in future years from 
known reservoirs under existing economic and operating 
conditions. The estimates are based on judgements and 
interpretations of data dependent upon uncertainties including 
market conditions, government action and the environment 
itself. Ultimate recovery from proved reserves may be different 
from these estimates. 

The latest estimates of oil and gas reserves were made by 
McDaniel Consultants (1965) Ltd. for Canadian properties and 
by H.K. Van Poolen and Associates, Inc. for United States and 
Indonesia properties. 

Reserve estimates and production volumes represent owner- 
ship interest before deduction of royalties. The Company 
believes this presentation provides the most meaningful and 
appropriate information because present Canadian royalty rates 
on Crown leases in certain provinces are dependent upon and 
can vary significantly with change in prices, productionrates and 
other factors. 
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Future net revenues from estimated production of proved oil and 
gas reserves (unaudited) 

Present value of estimated future net revenues (using a 10% 
discount factor) obtainable from proved oil and gas reserves are 
set forth in the following table. Estimated future net revenues 
have been calculated on an undiscounted basis and assume 
continuation of current prices, royalty rates, costs and economic 
conditions. Lifting costs, royalties, future capital costs (based on 
current costs) and United States windfall profits tax have been 
deducted from gross revenues in arriving at net revenues; 
depreciation, depletion, interest, income taxes, including the 
8% petroleum and gas revenue tax, and Indonesian income tax 
have not been deducted. Current exchange rates have been 
used. 


Canada United States Indonesia 

Proved Proved Proved 

developed developed developed 
and Proved and Proved and Proved 
undeveloped developed undeveloped developed undeveloped developed 
1979 $146,997 $146,859 S$ 48.816 S$ 41,914 S$ 98469 §$ 98.469 
1980 175,956 175,956 63,020 46,532 108,552 108,552 
198] 31,398 31,398 14,114 13,898 35917 3529117 
1982 30,382 30,382 L677 11,019 DTANO3 27,193 
1983 26,615 26,615 12,206 8,129 20,415 20,415 
Thereafter 236,549 236,549 S2B7D 35,414 82,455 82,455 
$647,897 $647,759 $207,788 $156,906 $373,001 $373,001 


Reserve Recognition Accounting (unaudited) 


The SEC has concluded that the traditional methods of account- 
ing for oil and gas activities, including the full cost 
method, fail to provide sufficient information on financial 
position and operating results relating to these activities. They 
do not provide timely recognition of oil and gas reserves in 
reported assets and earnings. Accordingly, the SEC has devel- 
oped reserve recognition accounting (RRA) which is to be 
provided as supplementary information. 


The more significant differences between RRA and full cost 
accounting are: 


(i) Under RRA, the defined value of proved oil and gas reserves 
plus temporarily deferred costs relating to the exploration for 
and development of additional reserves are reported as an asset 
on the statement of financial position, whereas using full cost 
accounting, all costs associated with the exploration for and 
development of oil and gas reserves are reported as an asset on 
the statement of financial position. 


(ii) Under RRA, additions to proved reserves and changes in 
valuation of proved reserves are included in the current income 
statement. The value of reserve additions is reduced by all costs 
already incurred in the related exploration and development 
process plus the present value ofall estimated future costs for the 
developmentand production of these reserves. Non-productive 
exploration and development costs are charged to the earnings 
statement as incurred. Changes in valuation include changes in 
previous reserve estimates, oil and gas prices, future production 
and capital costs and production schedules. The actual produc- 
tion and sale of oil and gas does not directly affect the earnings 
statement. 
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(iii) Under full cost accounting, additions to proved reserves and 
changes in valuation of proved reserves do not immediately 
affect the earnings statement, unless the depreciation, depletion 
and amortization rate per unit produced changes. 


Procedures used to develop a present dollar valuation of proved 
reserves begin with an estimate of quantities of proved reserves 
by year of expected production based on current economic 
conditions. These quantities are then valued using year-end 
prices adjusted for control escalation provisions that are fixed 
and determinable. Future gross reserves are reduced by the 
estimated future cost of developing and producing the reserves 
based on year-end cost estimates. The resulting future net 
reserves are then discounted to the present value amount by 
applying a ten percent discount factor. 


This valuation procedure does not necessarily yield the best 
estimate of fair market value because such an estimate 
should also take into account, among other factors, the likeli- 
hood of future recoveries of oil and gas in excess of proved re- 
serves and anticipated future prices of oil and gas and related 
development and production costs. 


Net additions to estimated proved reserves represent the dis- 
counted gross revenues expected from those reserves added 
during the year from exploration and development wells net of 
estimated future development and production costs. Revisions 
to estimates of reserves proved in prior years include the effect of 
changes in estimated future development production costs and 
estimates of ultimately recoverable quantities of proved re- 
serves have been aggregated. The impact from the passage of 
time on the discounted cash flow approach to the valuation of 
the proved reserves is represented by the accretion of discount. 


Those costs associated with finding and developing the current 
year’s additions to proved reserves in addition to all costs deter- 
mined to be non-productive during the year are reported as 
expenses for the current year. The costs of acquiring unproven 
properties and drilling exploration wells are deferred. Any 
developmentcosts incurred inthe currentyear, butapplicable to 
reserves added in prior years are included in the current year’s 
summary of oil and gas producing activities only to the extent 
that differences between actual and estimated costs are included 
as revisions to estimates of reserves proved in prior years. 
Expenditures for development costs result in a higher present 
value and reduce the deduction used in computing future cash 
flows. Accordingly, they appear in the reconciliation of changes 
in the present value of estimated net revenues. 


The total provision for income taxes includes bothacurrentand 
a deferred provision. The current provision is based on oil and 
gas activities during the period. The deferred provision is based 
on the difference between the RRA valuation of proved reserves 
and the tax basis, taking into account permanent differences 
and investment tax credits. The total income tax provision 
consists of the current tax provision plus the change in the 
deferred provision during the period. 


The following schedules summarize the effect of all oil and gas 
activities on the current year’s incomeand reconcile the changes 
in present value of estimated future net reserves from proved re- 
serves using the above noted principles of reserves recognition 
accounting. 


Oil drilling rig 


Consolidated summary of oil and gas activities on the basis of 


reserve recognition accounting 
For the years ended December 31 


Additions and revisions to estimated 
proved oil and gas reserves: 
Additions to estimated proved 
reserves, net 

Revisions to estimates of reserves 
proved in prior years: 

Changes in prices 

Other 

Accretion of discount 


1980 


1979 


(in thousands) 


Less evaluated acquisition, 
exploration and development costs 
incurred including impairments 


RRA income before other revenue 


Other revenue (expenses): 
Interest and other income 
General and administrative 
Interest on long and short-term 
debt 

Gain (loss) on translation of 
foreign currency 


Total other expenses 


RRA income before taxes 
and minority interests 
Provision for income taxes 


RRA net income 
before minority interests 


5 27,383. S$ 31.909 
80,694 107,984 
19,122 (17,085) 
29,800 18,992 
156,999 141,860 
33,342 29,857 
123,657 112,003 

3,351 4.064 
(6,599) (4,274) 
(2,868) (2712) 
513 (353) 
(5,603) (3,275) 
118,054 108,728 
56,981 57,970 
S 61073 5 50,758 


Consolidated changes in present value of estimated future net 
revenue from proved oil and gas reserves 


For the years ended December 31 1980 1979 
(in thousands) 
» Increases: 

Additions and revisions $156,999 $141,860 

Expenditures that reduce estimated 

future development costs 13,082 11,233 

Subtotal 170,081 153,093 

Decreases: 

Sales of oil and gas, net after royalty 108,007 80,698 

Less: Production and operating costs 19,098 15,641 
88,909 65,057 

Sales of reserves in place 32,498 - 

Subtotal 121,407 65,057 

Net increase 48,674 88,036 

Beginning of the year 294,282 207,786 

Adjustment for translation of 

foreign currency a .i27 (1,540) 

End of the year $346,683 $294,282 


Corporate information 


Directors 


Hudson Bay Mining and Smelting Co., Limited 


Head Office 

P.O. Box 28, Toronto-Dominion Centre, 
Toronto, Ontario MSK 1B8 

Cable address: Hudbay, Toronto 
Telephone: (416) 362-2192 

Telex: 065-24472 


Transfer agents 

The Royal Trust Company - 
Montreal, Toronto, Winnipeg, 
Regina, Calgary, Vancouver. 
Morgan Guaranty Trust Company 
of New York - New York, N.Y. 


Registrars 

Montreal Trust Company - 

Montreal, Regina 

Crown Trust Company - 

Toronto, Winnipeg, Calgary, Vancouver. 

The Chase Manhattan Bank - New York, N.Y. 


Principal addresses 


Metals/industrial products 

Hudson Bay Mining and Smelting Co., Limited 
Canadian Metals Division 

P.O. Box 1500, Flin Flon, Manitoba R8A 1N9 


Francana Minerals Ltd. 
670 Bank of Canada Building, Regina, 
Saskatchewan S4P 0M8 


Hudson Bay Diecastings 
230 Orenda Road, Brampton, Ontario L6T 1E9 


Tantalum Mining Corporation of Canada Limited 
P.O. Box 2000, Bernic Lake, Manitoba ROE 0G0 


Whitehorse Copper Mines 
P.O. Box 4280, Whitehorse, Yukon Y1A 3T3 


Zochem 
1 Tilbury Court, P.O. Box 1120, 
Brampton, Ontario L6V 2L8 


Inspiration Consolidated Copper Company 
1120 First National Bank Plaza 

100 W. Washington Street 

Phoenix, Arizona 85003 


Petroleum 

Francana Oil & Gas Ltd. 
Suite 700, 505 - 5th Street 
Calgary, Alberta T2P 3J2 


Fertilizers and agricultural products 
Terra Chemicals International, Inc. 
P.O. Box 1828, Sioux City, lowa 51102 


Exploration 


J.N. Clarke, London 

Managing Director and Chief Executive 
Charter Consolidated Limited 

A mining-finance house 


*H.P. Crawford, Q.C., Toronto 
A Senior Partner 
Osler, Hoskin & Harcourt 
Barristers and solicitors 


*tE.P. Gush, Toronto 


Chairman, President and Chief Executive Officer 
Hudson Bay Mining 


M.B. Hofmeyr, Johannesburg 
An Executive Director 

Anglo American Corporation 

of South Africa Limited 

A mining-finance house 


TR.H. Jones, Winnipeg 
President and Chief Executive Officer 
The Investors Group 
A financial holding company 


*t AT. Lambert, Toronto 


Former Chairman 
The Toronto-Dominion Bank 
A Canadian chartered bank 


H.C.E Mockridge, Q.C., Toronto 


A Senior Partner 
Osler, Hoskin & Harcourt 


*W. A. Morrice, Victoria 
Former President (retired) 
Hudson Bay Mining 


G.W.H. Relly, Johannesburg 
Joint Deputy Chairman 

Anglo American Corporation 
of South Africa Limited 


* A. Sweatman, Q.C., Winnipeg 
Partner 
Thompson, Dorfman, Sweatman 
Barristers and solicitors 


J.D. Taylor, Q.C., Johannesburg 
Alternate Director and Manager 
Anglo American Corporation 

of South Africa Limited 


V. Van Sant, Jr., Calgary 

Chairman and Chief Executive Officer 
Francana Oil & Gas Ltd. 

A petroleum exploration and development 
company 


*Member of the Executive Committee 
+Member of the Audit Committee 


Hudson Bay Exploration and Development Company Limited 
20 Victoria Street, 8th floor, Toronto, Ontario MSC 2N8 

P.O. Box 1500, Flin Flon, Manitoba R8A 1N9 

440 - 1055 W. Hastings Street, Vancouver, B.C. V6E 2E9 


Officers 


Major Holdings 


E.P. Gush 
Chairman, President and 
Chief Executive Officer 


H.S. Schwartz 
President 
Canadian Metals Division 


M.B. O’Shaughnessy 
President 
Marketing Division 


A.M. Doull 


Senior Vice-President - Finance 


J.B. Howkins 


Senior Vice-President - Exploration 


J.R. Sadler 
Senior Vice-President 
Canadian Metals Division 


C.K. Taylor, Q.C. 
Senior Vice-President - Administration 
Secretary and General Counsel 


S.R. Horne 


Vice-President - Investments 


D.W. Perks 
Vice-President - Finance 
and Treasurer 


C.L. Sarthou 
Vice-President - Market Research 
and Development 


W. A. Atkinson 
Comptroller 


S. Kozel 
Assistant Secretary 


Metals/industrial products 

Canadian Metals Division: 

Flin Flon - Snow Lake Operations (100%) 

Francana Minerals Ltd. (60%) 

Hudson Bay Diecastings (100%) 

Tantalum Mining Corporation of Canada Limited (37.5%) 
Whitehorse Copper Mines (100%) 

Zochem (100%) 


Compania Cuprifera La Verde, S. A. (32%) 

Hudson Bay Exploration and Development Company Limited (100%) 
Inspiration Consolidated Copper Company (50%) 

Inspiration Mines Inc. (50%) 

Stikine Copper Limited (35.3%) 


Petroleum 

Francana Oil & Gas Ltd. (57.9%) 
Trend International Limited 
(Francana Oil & Gas holds 56.8%) 


Fertilizers and agricultural products 
Terra Chemicals International Inc. (55.1%) 


Coal 
Inspiration Coal Inc. (50%) 


For a copy of the annual report 
of Francana Oil & Gas Ltd., 
write to: 

Francana Oil & Gas Ltd., 

Suite 700, 505 - Sth Street, 
Calgary, Alberta I2P 3J2. 


For a copy of the annual report 

of Terra Chemicals International, Inc., 
write to: 

Terra Chemicals International, Inc., 
P.O. Box 1828, 

Sioux City, Iowa 51102. 


Design consultants: Unimundus International Projects, Toronto 
Printed in Canada 


ae 


